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Mr. McCrrLLAN, from the Committee on Government Operations, 
submitted the following 


REPORT 
MADE BY ITS PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
INTRODUCTION 


The Senate Permanent Subcommittee on Investigations of the Com- 
mittee on Government Operations, pursuant to the Legislative Reor- 
ganization Act of 1946, is charged with the duty of studying the opera- 
tion of Government activities at all levels with a view to determining 
their economy and efficiency. This task is a huge one, particularly 
when we consider that the professional staff of the subcommittee con- 
sists of only 11 members. The executive branch, at a cost of over 53 
billions of dollars, operates several hundred separate departments, 
agencies, and independent offices employing 2,366,075 civilians alone. 

At the beginning of the year the subcommittee adopted certain rules 
of procedure which were as follows: 

1. No major investigation shall be initiated without approval 
of either a majority of the subcommittee or a majority of the full 
Committee on Government T However, preliminary 
inquiries may be initiated by the subcommittee staff with the ap- 
proval of the chairman of the subcommittee. 

2. Subpenas for attendance of witnesses and the production of 
memorandums, documents, and records shall be issued by the sub- 
committee chairman or by any other member of the subcommittee 
designated by him. 

9. The chairman shall have the authority to call —— of the 
subcommittee. This authority may be delegated by the chairman 
to any other member of the subcommittee when necessary. The 
chairman shall not schedule any hearings or series of hearings 
outside the District of Columbia without giving at least 48 hours’ 
notice thereof to the members of the subcommittee. 

No public hearing shall be held if the minority members unan-, 
imously object, unless the full Committee on Government Opera- 
tions by à majority vote approve of such public hearings. 
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4. Should a majority of the membership of the subcommittee re- 
quest the chairman in writing to call a meeting of the subcom- 
mittee, then in the event the chairman should fail, neglect, or re- 
fuse to call such a meeting within 10 days thereafter, such ma- 
jority of the subcommittee may call such meeting by filing a writ- 
ten notice thereof with the clerk of the subcommittee, who shall 
promptly notify in writing each member of the subcommittee. 

5. Any two members of the subcommittee shall constitute a 

quorum for the purpose of taking testimony under oath in any 
iven case or subject matter before this subcommittee, as author- 
ized by Senate Resolution 180, 81st Congress, 2d session. — 

6. All witnesses at public or executive hearings who testify to 
matters of fact shall be sworn. : ; 

7. Counsel retained by any witness and accompanying such wit- 
nesses shall be permitted to be present during the testimony of 
such witness at any public or executive hearing, and to advise such 
witness while he is testifying, of his legal rights; but this shall 
not be construed to excuse a witness from testifying in the event 
his counsel is ejected from contumacy or disorderly conduct; nor 
shall this rule be construed as authorizing counsel to coach the 
witness, answer for the witness, or put words in the witness’ mouth. 
The failure of any witness to secure counsel shall not excuse such 
witness from attendance in response to subpena. 

8, Any witness desiring to read a na or written statement 
in executive or public hearings shall file a copy of such statement 
with the counsel or chairman of the subcommittee 24 hours in 
advance of the hearings at which the statement is to be presented. 
The subcommittee shall determine whether such statement may 
be read or placed in the record of the hearing. 

9. A witness may request, on grounds of distraction, harass- 
ment, or physical discomfort, that during his testimony, tele- 
vision, motion picture, and other cameras and lights shall not 
be directed at him, such request to be ruled on by the subcommittee 
members present at the hearing. 

10. An accurate stenographic record shall be kept of the testi- 
mony of all witnesses in executive and public hearings. The 
record of his own testimony whether in public or executive session 
shall be made available for inspection i witness or his counsel 
under committee supervision; a copy of any testimony given in 
public session or that part of the testimony given by the witness 
in executive session and subsequently quoted or made part of 
the record in a public session shall be made available to any witness 
at his expense if he so requests. 

11. Interrogation of witnesses at subcommittee hearings shall 
be conducted on behalf of the subcommittee by members and 
authorized subcommittee staff personnel only. 

12. Any person who is the subject of an investigation in public 

i may submit to the chairman of the subcommittee ques- 
tions in writing for the cross-examination of other witnesses 
called by the subcommittee. With the consent of a majority of 
the members of the subcommittee present and voting, these ques- 
tions shall be put to the witness by the chairman, by a member of 
the subcommittee, or by counsel of the subcommittee. 
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13. Any person whose name is mentioned or who is specifically 
identified, and who believes that testimony or other evidence 
presented at a public hearing, or comment made by a subcommittee 
member or counsel, tends to defame him or otherwise adversely 
affect his reputation, may (a) request to prese personally before 
the subcommittee to testify in his own behalf, or, in the alterna- 
tive, (5) file a sworn statement of facts relevant to the testimony 
or other evidence or comment complained of. Such request and 
such statement shall be submitted to the subcommittee for its 
consideration and action. 

14. All testimony taken in executive session shall be kept secret 
and will not be released for public information without the ap- 
proval of a majority of the subcommittee. 

15. No subcommittee report shall be released to the public with- 
out the approval of a majority of the subcommittee. 

16. All staff members shall be confirmed by a majority of the 
subcommittee. After confirmation, the chairman shall certify 
staff appointments to the financial clerk of the Senate, in writing. 

17. The minority shall select for appointment to the subcom- 
mittee staff a chief counsel for the minority who shall, upon being 
confirmed, work under their supervision and direction; who shall 
be kept fully informed as to investigations and hearings, have 
access to all material in the files of the subcommittee, and, when 
not otherwise engaged, shall do other subcommittee work. 

One clerk on the subcommittee staff, acceptable to it, shall be 
assigned to the minority. When not otherwise engaged such clerk 
shall be assigned other duties for the subcommittee. 

The subcommittee, during this. past year, conducted 79 actual in- 
vestigations and 67 preliminary inquiries. Thirty-six days of open 
hearings were held and 91 witnesses heard. In addition there were 
12 days of executive sessions at which 28 witnesses were heard. 

The subcommittee’s hearings extended through the operations of 
many of the Government agencies, including the Department of the 
Army and Agriculture, the Foreign Operations Administration, the 
Air Force, the State Department, Treasury Department, Navy De- 
partment, the Interstate Commerce Commission, and the Department 
of Commerce. 

It covered such widespread activities as the Army loyalty security 
procedures, exemplified by the Peress case; conflict-of-interest matters 
at Cabinet and other levels, as in the hearings on former Secretary 
of Air Harold E. Talbott and Hugh Cross, the former Chairman 
of the Interstate Commerce Commission. Hearings were held on 
what steps were being taken or could be taken to obtain the relesse 
of American nationals held by the Red Chinese Government. It in- 
cluded studies of waste and inefliciency in the procurement and con- 
struction of grain bins by the Commodity Credit Corporation of 
the Department of Agriculture and the deficiencies of the Naval In- 
spection Service; possible collusion and fraud in the negotiation for 
the award for the construction of grain elevators in Pakistan by a con- 
sulting engineer hired by the Foreign Operations Administration: 
fraud and corruption in the procurement of military apparel by the 
armed services, as illustrated by the hearings on Harry Lev, Marvin 
Rubin, and others; a study of the infiltration of Communists in the 
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vital areas of defense plants and the inquiry on redefection of refugees 
in Europe back to Communist nations, as well as the failure by the 
Treasury De ent to enforce tariff restrictions on watches which 
is alleged to have cost the United States Government many millions 
of d over the period of the past 25 years. In addition, a con- 
tinuing study is being made of East-West trade and export controls 
on materials going to Communist-dominated nations. : 

Legislative investigations to be worthy should accomplish a con- 
structive result. In addition to — as a basis for legislation, 
they also serve the important function of bringing to light the exist- 
ence of conditions which need corrective action. All too often in- 
stances have been uncovered by legislative committees of failure to 
abide by the letter and spirit of our laws, rules, and regulations, 
and it is only after the legislative investigation that effective action 
is taken to remedy such conditions. 

The subcommittee is proud of its constructive record. In the Peress 
matter, the hearings revealed that some 48 errors were committed 
by the Army in connection with the commissioning, transfer, promo- 
tion, and honorable discharge of Peress. As a result of these hear- 
ings the Army took 19 corrective measures in order to uncover and 
deal with security cases. 

Because of what was uncovered by the investigations and hearings 
in the domestic зи program, the Department of Agriculture 
and the Naval Inspection Service have instituted 21 corrective 
measures. 

In the investigation conducted in connection with the procurement 
of military hats, bribery, perjury, collusion and fraud, and improper 
inspection were revealed, as well as the method of making large secret 
profits through deviations at the expense of the Government. As a 
result of these hearings, claims are now being pressed by the Govern- 
ment for over a half million dollars on these improper profits. Two 
Army, one naval, and one Treasury Department employees were dis- 
missed from Government service. An Air Force officer resigned 
in the face of a court-martial. Twelve persons and corporations were 
suspended and two others were debarred and placed on the Consoli- 
dated List of Debarred Ineligible and Suspended Bidders. New pro- 
cedures were instituted in procurement of patented components which 
2 save the Government in the future hundreds of thousands of 

ollars. 

In the FOA Pakistan grain elevator case, the subcommittee’s un- 
covering of strong evidence of collusion in the negotiations for the 
award of the contract prevented FOA from granting a contract to the 
or high bidder and saved the Government possibly a million 

ollars. 

Its investigation of conflict-of-interest situation resulted in the 
resignation of Air Secretary Harold E. Talbott and Hugh Cross 
as Chairman of the Interstate Commerce Commission. 

The investigation was continued with regard to Communists in 
defense plants, and several witnesses were called from Allis-Chal- 
mers, Fitchburg, Mass.; Bethlehem Steel Corp., Bethlehem, Pa.; and 
General Electric Co., Schenectady, N. Y. 

It is difficult, if not impossible, to calculate the actual monetary 
savings accomplished by the legislative investigations of this subcom- 
mittee, It is evident, however, that although such savings are impor- 
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tant, of greater importance is the subcommittee’s function as a deter- 
rent to improprieties on the part of those in Government and those 
dealing with the Government. The watchdog functions of the sub- 
committee in the field of general Government operations serves an 
extremely useful and essential purpose as a check and balance on the 
executive departments. 

It should be noted also that these investigations were conducted with 
an appropriation of $190,000 and that approximately $15,000 of this 
amount will be unexpended and therefore returned to the Treasury 
of the United States. 

The subcommittee wishes to express its sincere appreciation to the 
General Accounting Office for assigning two investigators to the sub- 
committee and for the very major assistance rendered in many ways 
during the past year. 

It is also most grateful to the Senate Committee on Appropriations 
for the assignment of Paul E. Kamerick to assist this subcommittee. 


Army PERSONNEL Actions Reiatine to Irvine Peress 


The purpose of this inquiry was to develop all the true facts and 
circumstances attending the Department of the Army’s handling of 
the induction, change of orders, promotion, and honorable discharge 
of Dr. Irving Peress. In preparing for public hearings, the subcom- 
mittee staff conducted a 6-week preliminary investigation. The hear- 
ings of the Army personnel actions relating to Irving Peress com- 
menced March 15 and ended March 31, 1955. <A total of 22 witnesses 
testified before the subcommittee and interrogatories were taken of 
2 additional witnesses, The record is supported by a total of 91 
exhibits, 

On January 30, 1954, Maj. Irving Peress, a dental officer assigned 
to Camp Kilmer and on active duty since January 1, 1953, appeared 
before the Senate Permanent Subcommittee on Investigations and 
invoked the fifth amendment in response to certain questions, among 
which were— 

» ve he then or had he ever been a member of the Communist 
arty 
Had he attended leadership courses at the Inwood Victory Club 
of the Communist Party ? 
Had he attempted to recruit military personnel at Camp Kil- 
mer into the Communist Party? 
Had he acted under orders from Communist Party function- 
aries while at Camp Kilmer? 
aoe Communists intervened to have his overseas orders can- 
celed ? 
Had Communists assisted him in securing a promotion to 
major? 
The fact that an Army officer invoked the constitutional privilege to 
uestions of this nature caused the subcommittee grave concern. 
Questions were thereby raised, not only as to the effectiveness of the 
Army's program of dealing with subversives, but also whether the 
cireumstances surrounding the original appointment of Peress, his 
subsequent change of orders, and his promotion had been, in fact, 
inspired by subversive interests. 
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The subcommittee’s concern was not lessened by the Army honor- 
ably discharging Irving Peress on February 2, 1954. This was par- 
ticularly true since this action was taken in apparent disregard of a 
February 1 letter from Senator McCarthy, the chairman of the sub- 
committee at that time, to the then Secretary of the Army, Robert T. 
Stevens, indicating that the subcommittee was in possession of sufti- 
ae information to warrant court-martial proceedings against 

eress,' 

Subsequent developments revealed that the Army had been in pos- 
session of unfavorable security information concerning Peress for 
a considerable period of time but irrespective thereof he was promoted 
to the grade of major and later discharged under honorable con- 
ditions. 

This subcommittee reached the following conclusions with respect 
to the Army’s handling of Maj. Irving Peress: — — 

I. The Secretary of the Army, or his superiors in the Department 
of Defense under whose directions he may have been acting, are to 
be criticized for the delay of almost 1 year before the facts concerning 
the Peress case were publicly released. Such unnecessary delay served 
to unduly arouse and increase suspicions of the public as to possible 
Communist influences and thereby was a disservice not only to Army 
personnel involved in the Peress case, but also to the Army as a whole, 
to this subcommittee, to the Congress, and to the general public. 

If. Mr. John Adams, Counselor, Department of the Army, showed 
disrespect for this subcommittee when he chose to disregard Senator 
McCarthy’s letter of February 1, 1954, and allowed Peress to be hon- 
orably discharged on February 2, 1954. 

II. The list of the 28 officers which was submitted by the Depart- 
ment of the Army as having taken an active part in the personnel 
actions concerning Irving Peress was deceptive and a gross imposi- 
tion on the special Mundt subcommittee, and also on this sub- 
commuttee, 

IV. The Inspector General's investigation of the Peress matter 
was inadequate, demonstrating inefficiency. 

V. Had the Inspector General's report on Irving Peress been fur- 
nished to this subcommittee, as was the Inspector General's report on 
Pvt. G. David Schine to the special Mundt subcommittee, the pre- 
liminary investigation by this staff and the public hearings held by 
this subcommittee would have been expedited. This apparent in- 
consistent policy of responsible officials in the Department of De- 
fense and the Department of the Army would seem to indicate that 
the criterion for furnishing such reports to Congress was whether 
thev are or are not favorable to the department involved. 

VI. Irving Peress’ promotion, change of orders, and honorable dis- 
charge were the result of a combination of factors: Individual errors 
in judgment, lack of proper coordination. ineffective administrative 
procedures, inconsistent application of existing regulations, and ex- 
cessive delays. 

VII. During the period of time Peress was in the service. there was 
no well-defined policy or prescribed procedures in the Army which 
would insure the effective handling of security risks. j 


1 Secretary Stevens was out of the country and did not personally reccive the letter 
until sometime later. 
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VIII. Although the Army had urgent requirements for doctors, 
dentists, and veterinarians during the Korean conflict, expeditious 
processing of these specialists could have been accomplished without 
sacrificing fundamental security safeguards. Had such initial safe- 
guards been retained, Irving Peress w would not have been tendered a 
commission, and thus would not have served for 1 
oflicer on active duty. 

IX. At no time when Peress was on active duty, between January 
1, 1953, and February 2, 1954, was any investigation or surveillance 
conducted by G-2 to determine his activities while in the Army with 
the exception of a most superficial spot check at Camp Kilmer. 

X. Much of the difficulty attendant the Peress case was due not 
only to the failure of the Army to assign adequate personnel to G-2 
both in the field and at headquarters in Washington, but also to the 
practice of filling responsible G-2 positions with officer personnel 
untrained and inexperienced in the field of intelligence. These prac- 
tices strongly suggest a lack of appreciation of the importance of 
intelligence, ‘particularly in these times. The field of intelligence is 
a specialized one, and effective results are not attainable therefrom 
unless it is treated as such. 

XI. G-2 policy of transmitting copies of investigative reports from 
one field command to another where the subject is assigned, through 
G-2 headquarters, Washington, rather than directly to ‘the command 
in the field, as well as to G-2 Washington, produces unnecessary delay 
in apprising the comniand of facts concerning personnel under its 
jurisdiction that might require immediate protective measures. 

XII. With respect to the cases presented to it, the Army personnel 
board must make recommendations seriously affecting the future 
of each individual concerned. Under these circumstances, no recom- 
mendation should be made except after a most careful and thorough 
consideration of each case by the board members. Such consideration 
cannot be expected of any three-man board handling hundreds of 
cases each month. 

XIII. Some 48 errors of more than minor importance were com- 
mitted by the Army in connection with the commissioning, transfer, 
promotion, : and honorable dischar ge of Irving Peress. It is, of course, 
realized that certain of these errors, such as the failure of an indi- 
vidual to exercise good judgment, are not susceptible to being corrected 
by procedural changes. However, the Army has taken corrective 
action applicable to 19 of the 48 errors committed. The subcommittee 
found the failure of responsible Army officials to effect most of these 
changes until after the Peress case became an incident of national 
interest to be inexcusable. 

'The subcommitte made the following recommendations: 

I. That the Department of the Army establish procedures within 
the Army personnel board which will not only insure that each mem- 
ber thereof approve the board's recommendation as prepared by the 
recorder but also that the G-1 interpretation of the board's recom- 
mendation is in consonance with the intent of the individual board 

— In this respect, the subcommittee specifically recommends: 
. That an adequate record system be maintained whereby the 


еч of each board member will be clearly revealed in every 
case; and 


13 months as an 
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2. That each board member review and approve the board’s 
final recommendation as prepared by the recorder prior to for- 
warding to G-1 for implementation. 

II. That sufficient personnel be assigned to the Army personnel 
board to insure a thorough and careful consideration of all cases 
presented to it. 

III. That the Army take appropriate steps to insure that officers 
assigned to the Arm hartohet board are qualified in personnel and 
security matters and are familiar with applicable regulations and 
procedures. 

IV. That the Secretary of the Army cause a study to be made of the 
rocedures and policies governing the operation of the Office of the 
nspector General and that corrective action indicated thereby be 

taken to improve the efficiency of that Office. 

V. That the Army undertake not only to adequately staff G-2 
offices in the field and at headquarters in Washington but also to assign 
thereto personnel properly qualified for intelligence work from the 
standpoint of both training and experience. 

VI. That the practice of forwarding G-2 investigative reports from 
one field command to another through G-2, Weilington, be discon- 
tinued. It is recommended that copies of such reports be sent directly 
to the command in the field, thus precluding unnecessary delay in its 
pus apprised as to matters of interest pertaining to 1ts command. 
At the same time copies of these reports should be sent to G-2, Wash- 
ington. 

VIL. That G-2 investigative personnel be required to familiarize 
themselves with all forms relating to security; that as a matter of 
course all such forms be examined during a security investigation; 
and that all pertinent information revealed therein be included in 
investigative reports. 

VIII. That the Department of the Army require G-2 officers in the 
field to advise commanding officers immediately of derogatory security 
information relating to personnel under their command. In this re- 
spect it is recommended that existing regulations which provide that 
intelligence reports remain in intelligence channels until a specific 
command is required to take action be amended accordingly. 

IX. That G-2 conduct appropriate active investigation and surveil- 
lance of personnel still on active duty who have been determined to be 
security risks or concerning whom there is sufficient evidence of sub- 
version or disloyalty. 


SUMMARY OF INDIVIDUAL VIEW 


Senator George H. Bender did not sign the report but submitted 
his individual views which are summarized as follows: 


The purpose of the investigation into the Peress matter, as I understood, was 
to determine principally whether there existed any subversive collusion or Com- 
munist conspiracy in the Army that caused the induction, promotion, and re- 
assignment from duty overseas of this dentist. A great hue and cry continued 
for nearly a year for the identity of the Communist conspirators and the “silent 
Communist master of the Pentagon” who “protected” and “covered up” the 
affairs of this “fifth-amendment Communist.” 

I think it is of paramount importance that this subcommittee should assure 
the people of this country that no Communist influence was found in the Army. 

Yet, there is not one word in this subcommittee report to inform the American 
public that not one iota of evidence was revealed to indicate any subversion, 
collusion, or Communist conspiracy concerned with the handling by the military 
of the Peress matter. It seems to me that this was the important question the 
American people and the Congress desired answered. 
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I cannot agree with the conclusion of the subcommittee that the Secretary of 
the Army, or his “superiors in the Department of Defense under whose direction 
he was acting,” performed a disservice to the American people, the Congress, 


and the subcommittee by not revealing for nearly 1 year the facts of Peress’ 
military career. 


The report of the subcommittee detailed the efforts of the Secretary of the 
Army and high Government officers to acquaint the public and the Congress 
with the fact that this case was due to errors. The subcommittee report con- 


firmed these statements in its findings and presented many minor personnel fail- 
ures in support of the finding. 


These efforts do not amount in my estimation to a “disservice” in any degree. 
I think that the testimony gives ample ground to recommend that individuals 


experienced and trained in personnel and security matters should be assigned to 
duty thereon. 


FOA Овах ELEVATORS IN PAKISTAN 


Senator Stuart Symington, of Missouri, by letter dated January 
11, 1955, to Senator John L. McClellan, chairman, requested investi- 
gation into the negotiation then being carried on by the Foreign Op- 
erations Administration (FOA) for the construction of grain storage 
elevators in Pakistan. Senator Symington pointed out that the 
Columbian Steel Tank Co., of Kansas City, Mo., had submitted the 
low bid of $1,448,917.40 for the construction of these elevators and 
that it was the expressed intention of Harold E. Stassen, Director of 
FOA, to negotiate a contract with the Agricultural Construction Co., 
of Los Angeles, Calif., which was the highest bidder in the compe- 
tition with a figure of $2,430,979.56, this amount being in excess of 
the low bid by $982,062.16. 

The first step was a request by Senator McClellan to Director Stas- 
sen on January 21, 1955, to make available to the subcommittee all 
of the FOA files on this matter. It was only after repeated requests 
that on February 11, 1955, Mr. Stassen finally turned over to the sub- 
committee a limited number of documents. Subsequently, additional 
material from the FOA’s records was made available, but only for 
review by a staff investigator.? 

When copies of certain documents were requested, Mr. Stassen re- 
fused to furnish them. He also refused to furnish the names of the 
officials who had served as project managers. 

When the subcommittee learned that Mr. Howard P. Morrison, 
an FOA official, had served as one of the project managers, it re- 
quested the FOA to make Mr. Morrison available for interview and 
again, on instructions of Mr. Stassen, this was refused. As a result 
of these tactics the subcommittee had to issue subpenas for Mr. Stas- 
sen as well as other FOA officials with whom it was necessary to confer 
in order that the investigation might proceed. 

Inquiry disclosed that the FOA mission in Pakistan issued invi- 
tations to bid in June 1954 for the construction of three grain storage 
elevators in Pakistan. The opening of the bids took place in Karachi, 
Pakistan, on August 23, 1954. Robert H. Pinner was the grain- 
storage engineer hired by the Ralph M. Parsons Co., of Los Angeles, 
and sent to Pakistan as grain-storage consultant to the FOA mission 

there. In this capacity Pinner was most influential in all decisions 
on grain-storage matters. After the opening of the bids in Pakis- 
tan, Pinner made a detailed analysis of the bids and rendered a deci- 
sion that only the Agricultural Construction Co., the apparent high 


* Hearings were held on FOA Grain Storage Elevators in Pakistan, March 31; April 6, 
14, 15 ; and May 3, 1955, pts. 1 and 2. 
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bidder in this competition, met all the specifications. He recom- 
mended that the contract be awarded to the Agricultural Construc- 
tion Co. Pinner then personally carried the bids back to Washing- 
ton, D. C., stopping en route in Los Angeles, Calif. (Senator Karl Е 
Mundt disagrees with the use of the terms “high bidder” and “low 
bidder” throughout this report and disassociates himself from any 
comparisons and criticisms stemming from attempts to compare the 
bid figures since he feels the hearings brought out clearly that these 
were “design bids” rather than bids based on prescribed specifications. 
Thus bidders were submitting prices on different sets of specifications, 
and Senator Mundt holds that price comparisons under these circum- 
stances are not accurate. Conflicting testimony was received as to 
exactly what type of bid FOA intended. FOA deserves criticism for 
not spelling out more accurately its intent and the specifications on 
which it was to accept bids, but not for ignoring or rejecting the “low 
bidder” -under circumstances where bidders were not competing 
against each other on the same specifications or materials. ) 

At the Washington, D. C., headquarters of FOA a contracting com- 
mittee and an ad hoc review committee were appointed to analyze the 
bids. ‘These committees found that, contrary to Pinner’s opinion, 
all five of the competing bidders had substantially met the specifica- 
tions. They held, however, that since each bidder was bidding on his 
own plans, and that it was now decided to change the specifications, 
additional detailed information should be obtained from each com- 
pany to put all on an equitable basis for price comparisons. This 
view was upheld by D. A. FitzGerald, Deputy Director to Mr. Stas- 
sen. However, before this could be accomplished, Director Stassen 
intervened, holding up further action until he could personally go 
into the case. After holding a conference with officials of the Agri- 
cultural Construction Co., Mr. Stassen notified his organization that 
FOA would proceed to negotiate with the Agricultural Construction 
Co. for the contract. 

On March 28, 1955, Mr. Stassen wrote the chairman that unless the 
subcommittee had an *adverse view," he intended to proceed with 
negotiations with the Agricultural Construction Co. for a contract.* 
At that time he was cognizant that Alfred E. Poulsen, chief engineer 
of the Agricultural Construction Co., had recommended Robert H. 
Pinner to the consulting engineer's position with FOA, that it was 
Pinner's recommendation that the Agricultural Construction Co. re- 
ceive the contract, and that the Agricultural Construction Co. was the 
apparent high bidder. He was also aware that his own ad hoc review 
committee, contract committee, and Deputy Administrator had agreed 
that Pinner's recommendations should not be followed. 

When Robert H. Pinner first testified, he denied there had ever been 
any communications whatever between himself and Poulsen during 
the preparation of the bids. Subsequently other witnesses, including 
Alfred E. Poulsen, testified to frequent communications between 
Pinner in Pakistan and Poulsen in Los Angeles regarding the prepa- 
ration of the bid and said that Pinner, en route from Pakistan to 
Washington, D. C., met in Los Angeles with officials of the Agricul- 
tural Construction Co. Pinner then reappeared before the subcom- 
mittee, admitted his previous untruthful testimony, and told of his as- 


sistance to Poulsen in the preparation of the Agricultural Construc- 


* Hearings, FOA Grain Storage Elevators in Pakistan, pt. 2, p. 263. 
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tion Co. bid. As a result of this the Parsons Co. discharged Pinner 
immediately. 

Director Stassen announced his intention to reject all bids, hire an 
independent engineering company to draw up specifications for a 
fixed design, and then submit new invitations to bid. He further 
stated that, in view of the evidence of favoritism unearthed by this sub- 
committee, the Agricultural Construction Co. would not be given a 
new opportunity to bid nor would any firm with whom Robert H. 
Pinner or Alfred E. Poulsen was connected. 

Director Stassen volunteered that there might be some unethical 
activity on the part of Mr. Gideon Hadary, of the Columbian Steel 
Tank Co., the low-bidding firm in this competitión, and Mr. Howard 
P. Morrison of his own organization, and the FOA was conducting 
an investigation into the matter and would furnish the subcommittee 
a copy of its report. The investigative report submitted to the sub- 
committee by the International Cooperation Administration (successor 
organization to FOA) * on November 17, 1955, states there is no evi- 
dence to substantiate the allegations. 

From its investigation the subcommittee concluded that— 

1. In the investigation of this case the subcommittee was ham- 
pered by the delaying tactics of Mr. Stassen, Director of the 
Foreign Operations Administration. He was most uncooperative 
for a public official, as illustrated by his attempts to hinder and 
impede the legitimate functions of this subcommittee. 

2. There was strong evidence of collusion between the officials of 
the Agricultural Construction Co. of Los Angeles, Calif., and 
Robert Pinner, the engineer employed for the FOA to handle 
the contract for grain bins in Pakistan. As a result it was orig- 
inally recommended that the Agricultural Construction Co. be 
awarded the contract. 

3. If it had not been for the investigation conducted by this 
subcommittee, Harold E. Stassen, Director of FOA, would have 
made the award of the contract to the Agricultural Construction 
Co. This investigation, therefore, has affected a substantial sav- 
ings to the United States Government, possibly amounting to 
$982,062.16. 

4. Mr. Stassen exercised poor judgment and used bad business 
practice when he indicated as late as March 28, 1955, that he in- 
tended to negotiate the contract with the Agricultural Construc- 
tion Co. At that time he was cognizant that Mr. Poulsen of the 
Agricultural Construction Co. had recommended Mr. Pinner for 
the job with FOA ; that the Agricultural Construction Co. was the 
apparent high bidder; that many major changes had been made 
in the original invitation to bid; and that his own ad hoc review 
committee, contract committee, and Deputy Administrator had 
agreed that Pinner’s recommendations should not be followed. 

5. The FOA is to be criticized for failing to furnish specific 
plans and specifications with its original invitation to bid. The 
ambiguity of the bids as issued caused confusion and misunder- 
standing and opened the door for possible collusion and favor- 
itism. 

6. Mr. Howard P. Morrison and other officials of FOA who 
opposed awarding the contract to the Agricultural Construction 

o. until all qualified bidders had been given an opportunity to 





*On July 1, 1955, the FOA became the International Cooperation Administration of 
the U. 8. Department of State. 
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compete on the basis of the major changes made in the bid invita- 
tion are to be commended for using sound business judgment. 

7. FOA is to be criticized for the excessive and unnecessary 
delay in its handling of this Pakistan grain bin contract where 
the time element was deemed of such importance. It indicates 
that the activities of the agency in this matter were inefliciently 
administered. 

8. Mr. Stassen’s irresponsible and unsubstantiated implications 
in open hearing against Mr. Gideon Hadary of the Columbian 
Steel Tank Co. and certain personnel within his own organization 
were reprehensible for a high Government official. 

The subcommittee recommended that the International Co- 
operation Administration should make a study of the procedures 
followed by FOA in the handling of contracts and take necessary 
corrective action to improve economy and efficiency. An effort 
should be made to eliminate misunderstandings among bidders 
and avoid the expensive waste of time that occurred in this case. 
This is important not only for the sake of efficiency, but for the 
effect that lack of proper procedure can have on our relationship 
with friendly governments. The following are some specific cor- 
rective recommendations: 

(1) Wherever possible, contracts should be awarded by 
competition. 

(2) Invitations to bid should be sent out and the contract 
awarded to the lowest responsible bidder. If a bidder is low 
but deemed not responsible, the reasons for that finding 
should be made public. If there is any other reason for not 
awarding the contract to the low bidder, then all the bids 
should be dismissed and new invitations to bid issued. 

(3) If a low dollar competition is not possible, then the 
reasons therefor should be made public. 

(4) Invitations to bid should be sufficiently detailed and 
clear to prevent misunderstandings by competing bidders. 

(5) In submitting invitations to bid, if there are elements 
such as types of design, which will be a controlling factor in 
the award of a contract, that information should be published 
and also set forth clearly in the tender. 


INDIVIDUAL VIEW 


Senator George H. Bender did not sign the report but submitted 
his individual view, which is as follows: 

“T dissent from the majority report of the subcommittee because 
I consider it to be inaccurate and unfair. Mr. Stassen is an honorable, 
capable, and patriotic man, and there is absolutely no evidence to the 
contrary in the record of the hearing of the subcommittee. 

“The record shows that Mr. Stassen stopped the letting of a contract 
in December 1954, when the first adverse claims were made, and this 
action on his part was long before this subcommittee first entered the 
matter on January 11, 1955. 

“The record further shows that Mr. Stassen did not enter a contract 
with any of the bidders, that no commitment of United States funds 
was made to any of the bidders at any time, and that when the charges 
and countercharges and the comments of Members of Congress could 
not be resolved, Mr. Stassen rejected all bids, 








ANNUAL REPORT 13 


“The record further shows that Mr. Stassen’s earlier action in asking 
that negotiations be started with the Agricultural Construction Co. 
was in accord with the recommendation of the director of the United 
States operations mission in Pakistan, who was working with the Gov- 
ernment of Pakistan, and was based on the preference of the design 
and the machinery proposed by that bidder. 

“The record further shows that the bids were not for comparable 
cost items, that a large item of $720,000 for services and training of 
Pakistanis was in 1 bid and not in a proportionate manner included 
in the so-called low bid and that the machinery and design of each 
bid was different. 

“Mr. Stassen offered his cooperation in his first letter to the subcom- 
mittee; the only difficulty arose when he insisted that employees of 
FOA should have the right of counsel when summoned before the sub- 
committee investigators and that star-chamber sessions should not 
be held with FOA employees. In this he was right, and the subcom- 
mittee met his objection in part by permitting private counsel, and 
when this was done there were no further questions of cooperation 
between the subcommittee and Mr. Stassen. 

“Mr. Stassen told the subcommittee of the investigation of Mr. 
Hadary, a former FOA employee representing one of the bidders, 
only in relation to the charges and countercharges that had been made 
to him by bidders and Congressmen, and he agreed to report the re- 
sults of this investigation to the subcommittee. Mr. Stassen did not 
make any charges against Mr. Hadary, as the record of the subcom- 
mittee shows. He would have been wrong if he had withheld this 
phase of the situation from the subcommittee.” 


Communist INFILTRATION IN DEFENSE PLANTS 


This subcommittee, under its obligation to make examinations into 
the operation and efficiency of the executive departments of the Gov- 
ernment, continued its investigation into the matter of infiltration by 
the Communists into defense plants. This subcommittee held a public 
hearing on May 10, 1955, at which time six witnesses were heard.* 

James W. Glatis, an affirmative witness, said that he joined the 
Communist Party in Boston, Mass., area in 1949 at the request of the 
Federal Bureau of Investigation. He remained a member until May 
25, 1954, when he testified before the Subversive Activities Control 
Board in behalf of the Government. He testified that Charles Wo- 
jchowski was a leading figure in the Labor Youth League, an organi- 
zation listed as subversive by the Attorney General of the United 
States. 

Charles Wojchowski, 107 Brunswick Street, Dorchester, Mass., 
thereafter testified and took the fifth amendment as to membership 
in the Communist Party. As a direct result, he was discharged on 
May 19, 1955, by the Allis-Chalmers Co., Fitchburg, Mass., which has 
approximately $1 million in Federal Government contract work. 

Наги Thomas, an undercover informant for the FBI in the Com- 
munist Party for approximately 10 years in the Eoo Valley area 
of Pennsylvania, testified that he knew Charles William Erney as 
a member of the Bethlehem Steel Club of the Communist Party. 


$ Hearings, Communist Infiltration in Defense Plants, pt. 1, May 10, 1955. 
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Charles William Erney, an employee of the Bethlehem Steel Corp. 
Bethlehem, Pa., was subpenaed to appear but did not do so due to 
reason of illness. It is contemplated that Erney will be heard in the 
next scheduled hearing dealing with this subject matter, The Beth- 
lehem Steel Corp. has a substantial amount of Government contract 
work, much of which is classified. 

William DeLos, of Amsterdam, N. Y., an employee of General Elec- 
tric Co., Schenectady, N. Y., who in executive session before the sub- 
committee previously had taken the fifth amendment as to Commu- 
nist Party membership, testified that he was a member of the Sche- 
nectady branch of the Communist Party from 1918 to 1952. He testi- 
fied that he would cooperate with the FBI. Accordingly, the FBI 
was so advised on May 11, 1955. General Electric Co. has several 
millions of dollars worth of defense work. 

Robert LaFortune, of Troy, N. Y., an employee of General Electric 
Co., Schenectady, N. Y., who in executive session before the subcom- 
mittee previously invoked the fifth amendment as to Communist 
Party membership, testified that he had been a member of the Commu- 
nist Party from 1934 to 1938 or 1940. LaFortune testified that he was 
cooperating with the FBI and would continue to do so. 

Michael Sam, of 428 Robin Street, Dunkirk, N. Y., an employee of 
the United Steel Workers of America-CIO, requested and was granted 
the right to testify before the subcommittee under rule 13 of the rules 
of procedure of this subcommittee. Michael Sam was shown a copy 
of a document bearing the heading, “Communist Party Independent 
Nominating Petition” to the secretary of state of the State of New 
York, which contained the signature of one Michael Sam, 428 Robin 
Street, Dunkirk, N. Y., dated August 6, 1946. Mr. Sam testified that 
the signature and address appearing on the above-mentioned docu- 
ment looked like his handwriting, but insisted that it was a forgery 
and that he could not recall signing this petition. He testified that 
he was not now nor ever had been a member of the Communist Party. 

Evelyn O. Darin, Alfred Oyler, and Arminio Sardoch had been 
identified as members of the Communist Party in an open hearing 
on January 3, 1955, before the subcommittee chaired by Senator 
Joseph McCarthy. These individuals had been subpenaed to testify 
on that date but Alfred Oyler and Evelyn Darin did not appear due 
to reason of illness, and Arminio Sardoch appeared too late to be 
heard by the subcommittee, which had adjourned. At the time that 
they were subpenaed all three were employees of the Westinghouse 
Electric Corp. in East Pittsburgh, Pa., a company having defense 
contracts. Their employment was terminated shortly after their 
identification as Communist Party members. 

Arminio Sardoch, Evelyn Darin, and Alfred Oyler were afforded 
an opportunity to appear before this subcommittee to testify pursuant 
to rule 13 of the Rules of Procedure of this subcommittee, but none 
availed themselves of the opportunity. 


*“Any person whose name is mentioned or who is specifically identified. and who be- 
lieves that testimony or other evidence presented at a public hearing, or comment made 
m^ subcommittee member or counsel, to im or otherwise adversely affect 

reputation, may (a) request to appear personally before the subcommittee to testify 
in his own behalf, or in the alternative, (b) file a sworn statement of facts relevant to 
the testimony or other evidence or comment complained of. Such request and such state- 
ment shall be submitted to the subcommittee for its consideration and action." 


|————" 
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TEXTILE PROCUREMENT IN THE MILITARY SERVICES 


In conformity with the obligation of the subcommittee to determine 
whether there has been any waste, extravagance, or inefficiency or 
other improprieties in the operations of the executive departments, 
the subcommittee examines into aspects of the procurement field from 
tame to time. 

Complaints made to the subcommittee as early as 1953 indicated 
that favoritism was being exercised in the procurement of military 
textile and apparel equipment. 

Evidence was presented showing that unscrupulous contractors had 
bribed and connived with both civilian and armed services officers at- 
tached to the Armed Services Textile and Apparel Procurement 
Agency known as ASTAPA, on certain aspects of procurement. This 
agency has been set up by the Defense Department to coordinate the 
procurement of textile and apparel items for the Army, Navy, and 
Air Force. During the 13 months of its existence, from October 
1, 1952, to October 31, 1953, ASTAPA committed for procurement 
the sum of $537 million. 

During the hearings it was developed that although contracts were 
awarded on their face to the lowest responsible bidder, contractors 
such as the Spencer Manufacturing Co., of Puerto Rico, and Mid City 
Uniform Co., of Chicago, Ill, both controlled by Mr. Harry Lev, 
were subsequently granted deviations from the original terms of the 
contracts which enabled them to reap large hidden profits at the ex- 
pense of the Government. "These contract deviations seldom became 
public knowledge and usually were known only to the contractor in- 
volved, the contract officers, and inspectors for the Government. 

Evidence submitted to the subcommittee clearly demonstrated that 
the inspection service personnel had likewise been bribed and cor- 
rupted to permit thousands of defective hats to be delivered to the 
Navy. 

AS a result of the investigation the Department of Defense took 
disciplinary action against both contractors and Defense Department 
personnel who were guilty of improprieties. Fourteen persons and 
firms, mostly those associated with Mr. Harry Lev, were placed on 
the consolidated list of *Debarred, ineligible, and suspended bidders." 
Mr. Sol Schlesinger, on the plea of self-incrimination, invoked the 
fifth constitutional amendment. He refused to testify on material 
matters and was likewise placed on the list of debarred bidders. 

'The misconduct of Marvin Rubin and Harry Lev in their relations 
with Government agencies was particularly noted and criticized. 
Their testimony was marked by evasion and was obviously false and 
untruthful. 

A number of persons involved in improper actions, who were in- 
vestigated, are no longer employees of the Department of Defense 
and were separated from Government service prior to the hearings. 

The subcommittee singled out for criticism the following procure- 
ment officials for their lack of candor and evasive testimony as well 
as for their inefficiency and misconduct in carrying out their official 
duties: Maj. Eric Farnell and George Earnshaw, David Oshiver, 
Joseph Porreco, Louis I. Alperstein, William Ienni, Mella Hort, and 
Henry B. Vining, career civilian employees. 

Four career civilian officials, David Pollack, Julius Goldman, 
Ferdinand Tartaglia, and Jerome Schlesinger, were dismissed from 
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Government service or resigned after charges were preferred against 
them. One Air Force officer, Capt. Raymond Wool, tendered his 
resignation for the good of the service and he was separated from the 
Air Force under conditions other than honorable. 

In other instances the Defense Department is withholding disci- 
plinary action at the request of the Department of Justice, which has 
the cases under active investigation and does not desire any action 
be taken which might preclude or jeopardize possible action by the 
Justice Department. 

At the request of the subcommittee the Defense Department made 
a new study of the claims against the contractors in the licht of the 
evidence developed at the hearings. This study revealed that a total 
of $511,475.63 is due to the Government from these contractors on 
these claims, and it is the committee’s understanding that these claims 
are now being processed for collection. 

It is honed that the investigation will act as a deterrent in the 
future. The exposures of these instances of bribery, collusion, cor- 
ruption, and inefficiency can point the way to corrective measures. 

It is certain that the matter of deviations will receive more active 
scrutiny in the future and the interests of the Government will be 
more closely guarded. 

As a direct result of the hearings the Quartermaster Corps insti- 
tuted a new practice of letting contracts on patented items which were 
included as specifications in the manufacture of armed services hats 
and caps. <A contract was let for the manufacture of 750,000 metal 
stays and grommets at an estimated savings in cost of 4614 cents per 
hat. Such items will be given to the contractors as “Government 
furnished property” with a resultant savings to the Government of 
461% cents per hat over previous costs. Thus on future procurement 
contract of only 1 million hats the savings to the Government will 
amount to $465,000 by this simple rectification of procurement prac- 
tice which resulted from the subcommittee hearings. 

It is the committee’s intention to continue to investigate into pro- 
curement practices from time to time to seek methods of avoiding 
waste and extravagance and to bring to light any fraud or corruption 
in the field of procurement. 


Нлвото Е. Татзотт 


Mr. Harold E. Talbott, having been designated by the President to 
be Secretary of the Air Force, appeared before the Armed Services 
Committee of the United States Senate on January 16, January 29, 
and again on February 2, 1953, and there was interrogated regarding 
his holdings in companies which might have direct or indirect deal- 
ings with defense establishments.” Regarding such companies as 
Electric Auto-Lite, Baldwin-Lima-Hamilton Corp., and Chrysler 
Corp., the following colloquy took place between the chairman of the 
committee and Mr. Talbott: 

Chairman SALTONSTALL. Have you severed your relations with all of those 


companies? 
Mr. Тлтвотт. Уез, sir. I had one other interest. I have an engineering 


company in which I have dropped back as a special partner. 


? Hearing on nominations before the Committee on Armed Services, U. S. Senate, Janu- 
ary 16, pp. 90-103 ; January 29, pp. 49-53; February 2, pp. 7-50. 
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Chairman SALTONSTALL. Are you still a special partner? 
Mr. TaALBorr. I am still a special partner in that company. 


Chairman SarTrOoNSTALL. What is the name of that company? 
Mr. TaLporT. Mulligan & Co. 


Chairman SALTONSTALL, What business does it do? 


Mr. TarsorT. Industrial engineering, and they confine their work entirely to 
clerical companies, controls, clerieal controls, or the study of the numbers of 
clerks needed in an industry, and in their clerical work. And it is very suc- 
cessful in its analysis of how many clerks are needed in the operation of a 
business. 


Now, in setting myself up as a special partner, our lawyers drew up an agree- 
ment with the other partner—there are only two partners, Mulligan and my- 
self—that no work was to be done while I am in Washington that had to do 
with defense work essentially. They may be doing some work for Ford, for 
example, but that is not essentially a war contract. But where it is possible, 
they will stay away from any of the aircraft companies. 


Chairman SALTONSTALL. In other words, you have divested yourself of every 


business interest, or will have divested yourself from every business interest, 
when you are sworn in as Secretary of the Air? 
Мг. Тлівотт. Yes, sir.* 


Mr. Talbott was sworn in as Secretary of the Air Force on Feb- 
ruary 4, 1953. In early March 1955, it was reported to the staff of 
this subcommittee that Mr. Harold Talbott’s interest in the Paul B. 
Mulligan & Co. had undergone no change since he became Secretary 
and this ge^ qr was doing business with other companies that had 
contracts with the defense services, including the Air Force. А рге- 
liminary investigation was ordered by the chairman of the subcom- 
mittee. Upon its completion, on July 18, 1955, the chairman arranged 
a conference between the Secretary of the Air Force and the subcom- 
mittee members. 

At Mr. Talbott’s request, he appeared on the afternoon of July 21, 
in open session and thereafter, public hearings were held on July 25, 
26, and 27 to hear Mr. Talbott 2 more times, as well as 4 other wit- 
nesses. In addition, a recorded telephone conversation between the 
chairman and Senator Mundt with representatives of Douglas Air- 
craft was placed in the record. All the hearings, by unanimous con- 
sent, were open to the public. 

The record established that the contracts entered into by the Paul 
B. Mulligan & Co. during the period of 1953-55 were the following: ° 


Company Date of contract 
AME CON COUP онако оннан рне Nov. 16, 1953. 
ОСЫ онооно er qiqosditasipzicin June 1, 1953. 
ПОМИ qi pipi sies cabeteines July 6, 1953. 
ИКЕ Ане ненае наедно November 1953, 
Baldvin- Lima- Hamilton отр. аа а анаан June 1, 1953. 
Cleveland Electric Illuminating Co,..... 2 Mar. 1, 1954. 
LEE NNLLA edidi s aa i aai July 14, 1954. 
ОА: ДИНО а раіна ааьан Aug. 18, 1954 
ОНОН ыы опоры Ghandsianesanianay Noy. 30, 1953. 
Mutual Benefit Life шзигапсе Со---------------------- Mar. 1, 1955. 
Olin Mathieson (former Olin Industries)'.. 2... Sept. 15, 1953. 
ОУ ПОИМИ АЕЦ са Nov. 29, 1954. 
Отор: Спо: Oo; The... Lee i i — June 29, 1953. 
SIN Do ананна nie July 6, 1953. 
ИЕА оса ввиде донна qp iit June 15, 1954. 
О БОВ КОНЕ ЕВЕ Apr. 4, 1955. 
TENE Luise CC i B S adc June 28, 1954. 
ОЕ Micerdninón Gap ruin ctc Feb. 24, 1954. 


1 Indicates companies having business with one or more of the defense services. 








* Ibid., January 10, x 92. 
* Hearings, Harold E. Talbott, Secretary of the Air Force, p. 199, 
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The earnings of the Paul B. Mulligan & Co., as placed in the record 
by Paul B. Mulligan, were as follows: ” 






Statement of operations—Paul B. Mulligan & Со., Feb. 1, 1947, to Jan. 81, 1955 




















head Ie Net Mullica 
‘SS e ulligan 
Harold E 
Gross Paul B. rofit & Co., " 
Year ending Jan. 31 income — Mor income f 


partners | (including 
salary) 





253, 542 











Mr. Talbott in his appearance before the subcommittee on July 21 
denied any illegal or improper action on his part while serving as 
Secretary of the Air Force and as a partner in the Paul B. Mulligan 
& Co. He asked that there be placed in the record a letter written 
to Mr. Mulligan on January 8, 1953, which follows: ™ 


DEAR MR. MULLIGAN : AS you know, I have been designated Secretary of the 
Air Force in the new administration, and if confirmed by the Senate, will be in 
charge of procurement of aircraft and other materials, equipment, and services 
for that branch of the Armed Forces of the United States. I have resigned all 
directorships and other positions of responsibility with all corporations with 
which I have been connected. 

You and I are general partners in Paul B. Mulligan & Co., which in its business 
of management engineering, could logically acquire clients and receive compen- 
sation from business entities doing business with the Department. Because of 
possible criticism’of such an eventuality and the fact that I will be fully occupied 
ye by my new duties, I wish to record now my view of how such accounts should 

0 be handled. I do not believe our partnership should be discontinued, but believe 

aes some changes should be made in my participation in it. 

n I suggest that during my tenure of office, I be considered in the nature of a 
special or limite: partner in the firm of Paul B. Mulligan & Co., with full and 
complete authority in you alone to continue the business and to make all decisions 
without consultations or advice from me. 

Should the firm secure clients whose business, in your opinion, is predominately 
in the area of the procurement responsibilities of the Secretary of the Air Force, 
they shall be handled as special accounts and be segregated completely from the 
other business of the firm. Should you be in doubt with respect to the classi- 
fication of any account, I authorize you to consult with my attorney Mr. Murray 
Smith, who will advise you concerning same. With respect to such special 
accounts, I shall receive no income or compensation whatever. Will you please 
sign and return the enclosed copy of this letter as evidence of your agreement 
to the foregoing? 

With best wishes for your continued success, I am, 

Sincerely, 




























HAROLD E. TALBOTT. 


Mr. Talbott stated that this special partnership arrangement was 
never used by him and that he had received his full share of all the 
profits of the company while he was Secretary of the Air Force.“ Не 

that the Paul B. Mulligan & Co. did business with companies 
that had contracts with the military services, but stated that these 
















2 Ibid., p. 198, 
u Ibid., p. 8. 

12 Ibid., p. 195, 
13 Ibid., pp. 5, 198. 
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companies were not “predominantly” or “essentially” in the defense 
fields.* However, Mr. Talbott later acknowledged that approxi- 
mately 50 percent of the business of Avco Manufacturing Co., a client 
of Paul B. Mulligan & Co., was with the defense services.* He said 
he found nothing improper in writing to prospective clients, even 
though these prospective clients were defense contractors.* Some cor- 
respondence and memoranda were obtained from Mr. Talbott and 
from the files of the Paul B. Mulligan & Co. and were placed in the 


record. The letters of most concern to the subcommittee are the 
following: 


, FEBRUARY 12, 1953. 
Мг. Јонх W. Hanes,” 
Olin Industries, Inc., New York, N. Y. 


Deak JoHN: I am asking Mr. Paul Mulligan, of Mulligan & Co., to drop in to 
see you. 


I will appreciate it very much if you can arrange to give him 30 minutes. You 
can be really helpful to me, I feel sure, 
Sincerely, 


Harotp E. TALBOTT. 


FEBRUARY 11, 1955. 
Mr. FRANK MISCH, 
Detroit, Mich.” 


Deak Mr, Miscu:”™ After I chatted with “Tex” Colbert, I telephoned to our 
offices in New York. Mr. John B. Van Haelen® and Mr. Robert W. Moore,” 
will be at your office at 10 o’clock Monday morning, February 14. 

I appreciate very much your seeing these men, and feel sure that you will be 
very much interested in the story as they present it. 

Things move along so fast these days that I don’t realize how many of you 
younger men have come up to take the important positions in the corporation. 

I had hoped that I would be out to visit with “Tex” and some of your officials 
before this time, but it seems that it has just been impossible. I do hope ГИ 
be able to pay a visit soon, and will look forward to seeing you at that time, 

Sincerely yours, 


Hanorp E. TALBOTT, 


Examples of memoranda taken from the files of the Paul B. 
Mulligan & Co, are the following: 


SuaJECTS To BE Discusskp WirH Hanorp E, TALBOTT, APRIL 7, 1953 


(1) February financial situation 

(2) Olin Industries 

(3) Baldwin-Lima-Hamilton 

(4) Western Union 

(5) Gillette Safety 

(6) In the Kast: 

American Can (Mazur) 
American Smelting (Mazur) 
Hanover Bank (Schwartz) 
General Cable (Mazur) 
Grand Union (Van Haelen) 
Kennecott Copper (Schwartz) 
Philip Morris (Sehwartz) 
Schenley Industries (Schwartz) 
Sperry Corp. (Schwartz) 
Underwood Corp, (Schwartz) 


M Tbid., p. 17. 

15 Ibid., p. 18. 

16 Ibid., pp. 6-8, 19. 

17 Ibid., p. 206, exhibit 28a. 

18 Ibid., p. 198, exhibit 7. 

7? Chairman of Finance Committee, Olin Mathieson Chemical Co, 
% Vice president, organization—Chrysler Corp. 

?: Employee of Paul B. Mulligan & Co, 
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(7) Stewart-Warner 
(8) Western situation: 
Ford Motor 
American Greeting Card 
Perfection Stove 
Cleveland Electric Illuminating 
(9) Request advise on : 
Atchison, Topeka & Santa Fe 
Greyhound 
(10) Advise concerning rental of space 
(11) Quinn-Cinciunati Milling Machine Co. 
J. & W. Selegman 
Minneapolis Honeywell (Schwartz through Quinn) 
Maytag (Schwartz) 
(12) Have Harold E. Talbott call Schwartz at 4 p. m." 





JANUARY 27, 1955. 
From: Billy Kern. 
To: Walter Cook. 
Just a note to let you know that Mr. Talbott has talked directly to Reece Taylor 
onthetelephone. Hope this does the trick. 
Best regards. 


Brute Kern.” 

Paul B. Mulligan & Co. signed a contract with the Union Oil Co. on 
April 4, 1955. It should be noted that Mr. Mulligan testified that 
Billie Kern is his secretary ; Walter Cook, an employee of Mulligan & 
uS = the west coast, and that Reece Taylor is president of the Union 

i A 

Secretary Talbott testified in his first appearance on July 21, 1955, 
that when he learned that the RCA company had raised a question as 
to the propriety of its making a contract with the Paul B. Mulligan 
& Co. because of Talbott being a partner and RCA having contracts 
with the military services, his immediate reaction was: “My goodness, 
if there is any such suspicion forget it. We won’t do the contract or 
have anything to do with it.”* He stated he immediately told Paul 
B. Mulligan to drop the idea of making a contract with RCA for he 
would “not think of having any business with them.” * He said he 
did not press RCA to make the contract, and initially stated he did not 
tell anyone in the Air Force that he was dissatisfied with RCA for not 
entering into the contract. However, later he agreed that he might 
have mentioned the difficulty the Mulligan Co, had been having with 
RCA to the General Counsel for the Air Force, Mr. John A. Johnson, 
but he stated he did not ask him to take any action." He further testi- 
fied that he could not remember having a conversation with Mr. Sam 
Ewing, an attorney for RCA at Camden, N. J., regarding the con- 
tract and in which conversation he expressed disapproval of RCA's 
position.” 

However, on July 22, Mr. Talbott wrote to the chairman: 

This morning I talked with Mr. John Johnson, General Counsel for the Depart- 
ment of the Air Force. 

He refreshed my memory regarding the conversation with a Mr. Ewing of 


RCA, Camden. Mr. Kennedy’s statement yesterday that I had talked with Mr. 
Ewing is correct and my memory was at fault.” 


= noue Паге E. Talbott, Secretary of the Air Force, p. 200, exhibit 10 
^ p. 51. 
% Ibid., p. 51. 
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On July 25, 1955, Mr. Sam Ewing was called to testify. He stated 
that a question as to the legality and propriety of RCA entering into 
a contract with Paul B. Mulligan & Co. was raised when RCA officials 
learned that Mr. Harold Talbott was a partner of Paul B. Mulligan 
in this efficiency firm.” This came about after Mr. Talbott tele- 

honed Mr. David Sarnoff, chairman of the board of RCA, in Novem- 

r 1953 and told him that his partner, Paul B. Mulligan, was meet- 
ing some obstacles in making a contract with the RCA company and 
that Mr. Sarnoff might look into the matter to see if it could be 
expedited. 

The legal division of RCA questioned whether it would be legal 
and proper for RCA to contract with the Mulligan’Co.* Mr. Ewing 
testified that Mr. Mulligan was informed of this opinion and that 
RCA would not make a contract with Mulligan Co. unless it received 
a letter or memorandum from the Attorney General stating that it 
was legal and proper for RCA to do so. Mr. Mulligan told him that 
he should have a conference with Mr. Murray Smith, a lawyer desig- 
nated by Mr. Talbott to handle these affairs.* Mr. Ewing held such 
a conference, and Mr. Smith told him he would be in touch with him 
at a later date. 

On a number of different occasions in December, Mr. Mulligan 
called Mr. Ewing and another official of RCA to tell them that Mr. 
Talbott was disturbed that this question had been raised by RCA.* 

On January 4, 1955, Mr. Ewing received a telephone call from Mr. 
Mulligan, who asked him how the matter stood. Mr. Ewing explained 
that he still had not heard from Mr. Murray Smith.** 


Mr. KENNEDY. And then what occurred after that? 


Mr. EwrNc. Well, later in the day, I received a telephone call from Washing- 


ton from a man who identified himself as the General Counsel of the Air Force, 
Mr. John A. Johnson. 


Mr. KENNEDY. Go ahead., 

Mr. EwiNG, All right. 

He said that he had understood that RCA was troubled about this proposed 
contract with Mulligan & Co. and that he was prepared to write a letter of opinion 
and give it to RCA stating that he saw no legal reason why the contract could 
not be entered into. 

Mr. Kennepy. He said that he would provide a legal opinion for RCA regard- 
ing the legality of entering into this contract? 

Mr. EwiNG. Yes: he said he would give a legal opinion to RCA. 

Mr. KENNEDY. What was your answer to that? 

Mr. Ewine. Well, we discussed or we got into somewhat of a legal discussion, 


as I was not clear that he understood all of the facts, and that he had really 
looked into the matter, 


Mr. KENNEDY. How long did that discussion last? 

Mr. EwiNc. It is hard to tell at this late date. 
minutes, certainly. 

Mr. Kennepy. Then did some other event take place? 

Mr. EwiNG. Yes. 

Mr. Kennepy. What happened then? 

Mr. Ewrne. A new voice came on the wire. and the individual speaking 
identified himself as Secretary Talbott. He was talking quite rapidly and, 
among other things, he told me or listed over the phone the names of a number 


of other comnanies that he said were doing work for the Air Force that had 
contracts with the Mulligan Co. 


I would guess a couple of 


® Hearings, Harold E. Talbott, Secretary of the Air Force, p. 80 
*! Ibid., pp. 80-81. 

32 Thid., pp. 50-90. 

Ibid., p. 82. 

% Ibid., p. 83. 

% Ibid., p. 84. 
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Mr. Kennepy. Do you remember the names of some of those companies? 

Mr. Ewing, I recall a few of them. He must have mentioned 12 or 15, AVCO 
was one, Baldwin, I think Continental Can, General Analine, General Foods, 
and those are the only ones that I happen to remember. 

The CHAIRMAN. I understand that he mentioned those as companies that had 
contracts with the Defense Department? 

Mr. Ewina. Yes, sir. 

The CHAIRMAN. Pointing out, as I understand it, that others with contracts 
with the Air Force were becoming clients or had been clients of Mulligan & Co. ; 
is that correct? 

Mr. EwiNG. Yes, sir. 

Mr. Kennepy. Did he say that these companies had contracts with the Air 
Foree or with the Defense Department? 

Mr. Ewrne. To the best of my recollection, he said the Air Force, but it might 
have been the Defense Department. 

Mr. KENNEDY. Now, the conversation went on and what did he say? 

Мг. Ewrnc. Well, when I had the opportunity to say anything, I said that I 
was very much surprised by this telephone call, that I had reviewed the matter 
with the attorney I thought was representing him in his Mulligan & Co. interest, 
Mr. Murray Smith, and that I was waiting to hear back from him; and that I had 
never heard from him. 

Mr. KENNEDY, What did he say to that? 

Mr. EwIne. Well, he said something to this effect, that “Oh, Murray Smith is 
just a lawyer out in Dayton; he doesn’t know what is going on around here” and 
“Mr. Johnson is representing me in this matter.” 

The CHAIRMAN. You mean he told you that Mr. Johnson, General Counsel for 
the Air Force, was representing him in this matter? 

Mr. EwiNG. Yes, sir. 

Mr. KENNEDY. Is that what you want to convey to this committee? 

Mr. EwiNc. Well, it is what unfortunately I am compelled to convey to this 
committee, sir. 

Mr. KENNEDY. What else did he say in this conversation regarding the position 
of RCA? 

Mr. EwiNG. Well, I don't recall that. 

Mr. KENNEDY. Do you.recall some of the words that he used, Mr. Ewing? 

Mr. EwiNa, I honestly don't, 

Mr. Kennepy. Do you remember if I refresh your recollection of our first 
conversation, you stated that he said, ‘Why is RCA acting so high and mighty?” 
Do you remember him using those words? 

Mr. Ewrnc. You are absolutely correct. He said that if all of these other 
companies could take contracts with Mulligan & Co., why was RCA acting so 
high and mighty?” 

Mr. Ewing testified that. Mr. Talbott seemed “annoyed” during the 
conversation; 37 “his tone of voice was forceful and it seemed that 
he wanted some action.” 

Mr. Ewing reported this conversation to his superiors in New York 
and that same day he received instructions from them to have no 
further dealings with Mr. Johnson or any other person in Washing- 
ton on this contract.” Mr. Ewing telephoned Mr. Johnson to this 
effect and told him that all his future dealings should be with the 
New York office of RCA.” 

Mr. John A. Johnson, General Counsel of the Air Force, was called 
to testify. He stated th: at on January 4, 1955, Mr. Talbott had called 
him into his office and told him of the objection that RCA had raised 
to making a contract with the Paul B. Mulligan & Co.* After re- 
viewing the testimony of Mr. Talbott before the Senate Armed Serv- 
ices Committee, he called Mr. Sam Ewing at the RCA Camden, 


s Thid., pp. 84-85. 
97 Thid., p. 86. 
88 Tbid., p. 89. 
ud *9 Jhid., pp. 86-87. 
SEX! 4 Thid.. Е R7. 
$ “ Ibid., p. 93. 
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N. J., office. There was discussion regarding the legal question 
involved, and he told Mr. Ewing he was prepared to give the Secre- 
tary of the Air Force a letter to the effect that no statute would be 
violated if RCA made this contract with the Paul B. Mulligan & Co.* 

Mr. Johnson said that Mr. 'Talbott then carried on a conversation 
with Mr. Ewing in which Mr. Talbott— 


indicated he was very upset by the implication that the legality and propriety 
of his retention of a partnership interest in Paul B. Mulligan & Co. was being 


questioned.* 
Mr. Ewing telephoned him later in the day to tell him the matter had 
been referred to the RCA New York office and wis out of his hands.*? 

On January 5 a lawyer from the RCA Washington oflice visited 
Mr. Johnson and indicated that RCA would be satisfied only with an 
opinion from the Attorney General or the General Counsel of the Air 

orce concurred in by the Attorney General Mr. Johnson testified 
that he informed Secretary Talbott and the Secretary asked him to 
discuss the matter with the Attorney General. Mr. Johnson called 
on the Attorney General on January 6 and showed him a memorandum 
which he had prepared for the Secretary, stating that no statute would 
be violated in an RCA and Paul B. Mulligan & Co. contract. "The 
Attorney General, he said, expressed no disagreement with this legal 
conclusion but stated he would like to take this matter under con- 
sideration.“ 

On January 8, 1955, Mr. Johnson told Secretary Talbott of the 
conference with the Attorney General, and within a few days Secre- 
tary Talbott told him there would be no contract between the Paul 
B. Mulligan & Co. and RCA and to take no further action in the 
matter.* 

Mr. Johnson stated that he was meeting the duties of his office in 
giving the Secretary a legal opinion as to whether there would be 
a violation of the conflict-of-interest statutes. He said it was not his 
duty nor did he deem it proper for him to comment on the propriety 
of Mr. Talbott's actions in this matter.* He pointed out, however. 
that Mr. Talbott had put the Armed Services Committee on notice 
that he was going to retain an interest in the Paul B. Mulligan & 
Co. as a special partner. 

Mr. Talbott, reappeared before the subcommittee on July 26, 1955 
and testified he had been in error in his previous testimony. He seid 
Mr. Ewing and Mr. Johnson were correct regarding his actions in the 
Mulligan-RCA dispute. Specifically. he stated that he was mistaken 
when he testified that he did not ask Mr. Johnson to take any action 
in this contract, because, in addition to calling Mr. Ewing, at his re- 
quest, Mr. Johnson had gone to see the Attorney General to get a rul- 
ing from him that no statute would be violated if RCA made this con- 
tract with the Mulligan Co.* He believed the Attorney General sub- 
sequently informed him that he could not, within the duties of his 
office, give him such an opinion.* 


«2 Ibid., p. 94. 

43 Thid., pp. 94-95, 
“ Ibid., pp. 97-103. 
„р. 160. 

4 Ibid., p. 161. 
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Mr. Talbott reappeared before the subcommittee on the last day of 
the hearings and said: 

In retrospect, however, I now see that I was mistaken in permitting myself to 
make phone calls or write letters about the Mulligan Co. The few minutes I 
have given to the Mulligan Co. since I took office have been a trivial part of my 
time. I really doubt that I have given Mulligan Co., and my other private affairs, 
2% days out of the 2% years I have been in Washington. My interest in the 
company has never influenced me in the slightest degree in the execution of my 
duties as Secretary of the Air Force, and I hope and believe that that is the 
opinion of you all. 

Mr. Talbott then testified that on July 22 he had written his partner, 
Mr. Paul B. Mulligan, that he was divesting himself of all interest in 
their partnership and that Mr. метна had informed him that the 
partnership would be dissolved as of July 31, 1955. 

Mr. Talbott resigned as Secretary of the Air Force on August 1, 
1955, and his resignation was accepted by the President of the United 
States on the same day. 

The subcommittee finds that Mr. Talbott made a mistake and acted 
indiscreetly in his position as Secretary of the Air Force. It agrees 
his resignation was quite proper under the circumstances. 


INEFFICIENCIES IN DEPARTMENT OF ÁGRICULTURE GnarN BIN PROGRAM 


As part of the farm price-support program, the Department of 
Agriculture, through the Commodity Credit Corporation, has pur- 
chased millions of dollars of surplus grain from American farmers. 
The handling of this grain presented a considerable problem, since its 
storage requirements have far exceeded commercial storage facilities. 

In order to store surplus grain, the Department has actively engaged 
in the purchase of grain storage bins since 1949. As of August 20, 
1954, it had on hand’ 192,878 grain bins with a capacity of 843,890,529 
bushels. The cost to the American taxpayer for these facilities totals 
$17,217,000. 

The Department of Agriculture, since 1949, has arranged with the 
Naval Inspection Service of the Navy Department, on a reimbursible 
basis, to establish proper and adequate inspection procedure at the 
manufacturer’s plant to assure that these materials meet specifications. 
The Department of Agriculture has been responsible for the furnishing 
of adequate specifications and plans to the Naval Inspection Service. 

The Department is responsible for establishing a proper inspection 
at the erection site to see that the bins are erected according to Gov- 
ernment specifications. 

This subcommittee held public hearings for 4 days during July and 
August of 1955 and examined closely allegations of inefficiency and 
mismanagement in the purchase and construction of grain storage 
facilities. 

CONFUSION AND LACK OF COORDINATION 


The metal grain bin program of 1954 was handled in an atmosphere 
of confusion, gross carelessness, and a lack of coordination which was 
compounded by the division of responsibility between the Department 
of Agriculture, Naval Inspection Service, and State agricultural offices 
to whom the bins were delivered. 

* Tbid., p. 179. 


s Ibid., p. 150. 
* Hearings, Grain Bins, Department of Agriculture, July 22, August 2, 8, and 4, 1955. 
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FAILURE TO PROFIT BY ERRORS 


During 1949 and 1950 the Department of Agriculture purchased a 
large number of bins which were found to be defective, The inability 
to fix responsibility between the fabricator and the erector or, in other 
instances to establish the liability of the manufacturer, was due to 
lack of proper inspection procedures. As a result only $31,000 out 
of $893,864.89 of claims for defective bins erected in 1949-50 has thus 
far been collected. 

In 1954 a large number of metal grain bins were purchased under 
the grain storage bin program and many have beep found to be defec- 
tive. Errors in manufacturing by Black, Sivalls & Bryson of Kansas 
City, Mo., coupled often with poor workmanship on the part of the 
nomen, has caused many of the side walls of the bins to buckle and 

uash. 

The fact that some of these bins are neither weather nor grain tight, 
the fact that moisture and vermin might enter the structures, and the 
necessity of moving the grain to new bins to prevent its deterioration 
and contamination have made the 1954.grain-bin program unneces- 
sarily costly to the Government. 

The Department of Agriculture did not adopt sufficient corrective 
measures following the mistakes made in 1949 and 1950. It was aware 
that the losses in the erection of defective bins were caused by the lack 
of proper specifications, failure to provide for proper inspection of 
materials at the manufacturing plant, and, failure to provide for 
proper inspection at the site of erection. Despite this knowledge it 
failed to remedy the situation by providing adequate specifications 
and inspection in 1953-54. From the number of defective grain bins 
in 1949 and 1950, the Naval Inspection Service knew or should have 
known of the deficiencies in its Inspection Service. 

The Department of Agriculture and the Naval Inspection Service 
were both guilty of gross inefliciency and demonstrated poor business 
management and lack of initiative and judgment. 


WOODEN BINS 


Wooden bins purchased by the Department of Agriculture in 
1954 from the Reeves Co., of Los Angeles, Calif., and other companies, 
were found to be defective. The Department of Agriculture is 
severely criticized for its negligence and inefficiency in failing to act 
and process claims when defective wooden bins were reported. The 
Navy Department likewise is severely criticized for its negligence 
and inefficiency in wrongfully certifying that defective lumber met 
Government specifications. The negligence and inefficiency of these 
Departments has resulted in a considerable loss to the Government. 


ERRORS 


There were 14 major errors committed by the Department of Agri- 
culture and the Naval Inspection Service in the 1954 grain-bin pro- 
gram. They are listed below: 
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I. The Department of Agriculture 

(a) Metal bins 
. (1) The Department of Agriculture failed to furnish the Navy 
inspectors with adequate drawings and specifications in order for 
them to carry out a proper inspection of grain bins. 

(2) No provision was adopted by the Department of Agriculture 
for adequate inspection at the erection site to check whether the ma- 
terials received were in accordance with Government specifications or 
if the erection me rly performed. 

(3) A pilot model bin or sample structure was not requested by 
the Department in 1954 to check whether the component parts of the 
bin met Government specifications and the bin could be readily 
assembled. 

(4) The Department of Agriculture instructions relating to the 
method and procedure for the packaging for shipment of the various 
parts of the grain bin lacked clarity and detail. 


(5) Wooden bins 


(5) The Department of Agriculture was dilatory in acting upon 
complaints that the lumber used. in bins was defective and inferior. 

(6) The Department of Agriculture failed to properly press for 
price я from the contractors for failure to use proper 
materials. 


II. The Naval Inspection Service 
(a) Metal bins 


(1) The Naval Inspection Service failed to properly check and 
ascertain whether the Department of Agrieulture's drawings and 
specifications submitted for the inspection of steel bins were adequate 
for a proper inspection. 

(2) The inspectors were not instructed by their superior as to the 
type of inspection they were to carry out. 

(8) The Naval Inspection Service used drawings after their defi- 
ciencies had been drawn to the attention of the Inspector-Director of 
the Office of Navy Material by the staff of the subcommittee. 

(4) Naval inspectors on several occasions improperly used the 
manufacturer’s те drawings to conduct their inspection of the bins. 
These drawings had not been approved by the Department of Agri- 
culture and were in error. 

(5) The inspectors improperly approved 900 perfection-type bins 
which were not in ах with the Department of Agriculture 
specifications for bolt spacing. 

(6) The inspectors certified various component parts of the bin to 
be in accordance with Government specifications, even though they 
failed to inspect them. These included— 

(a) Foundation pads. і i ) 

(b) Formation of the top corrugation of the foundation ring. 

(е) Distance between boltholes on the side-wall sheets of the 
bins. 

(7) In the inspection of the pilot model bin the following errors 
were made: 

(a) The inspector was not present when the bin was erected to 
determine if it could be readily assembled. 
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(5) The inspection was carried out without drawings and speci- 
fications. 

(c) The material used to construct the pilot model was not 
checked by the Navy inspector. It was erected from 1953 stock, 
not from the material sold to the Government in 1954. 

_(d) The naval inspector was not aware that it was his responsi- 
bility to determine whether the bin met Government specifications 
until sometime after he completed his inspection. 


(6) Wooden bins 


(8) Navy inspectors in 1954 improperly and inaccurately certified 
lumber as meeting Government specifications. , 


CORRECTIVE MEASURES 


The subcommittee has been informed that on December 22, 1955, 
B. S. & B. entered into an agreement with the Department of Agricui- 
ture to extend its warranty for 4 years to August 31,1959. This war- 
ranty calls for repair of defective bins to assure that they will be 
graintight, weathertight and structurally sound. As evidence of its 
good faith, the company has posted a $1 million surety bond. It 
should be noted from the inception of its investigation the subcommit- 
tee found the officials of B. S. & B. most cooperative. 

The subcommittee also has been informed that there have been 21 
corrective measures taken by the Department of Agriculture and the 


Department of the Navy as a result of the investigation and hearings 
of the subcommittee on this matter. 


(a) The Department of Agriculture 

(1) An inspection at the erection site has been instituted for the 
1955 grain-bin program. 

(2) The manufacturer is required to submit to the Department of 
Agriculture shop drawings for the side-wall sheet of the bin, founda- 
tion-ring sheet, and the footing pad. 

(3) The Department of Agriculture will provide the Navy inspec- 
tors with adequate and approved fabrication drawings for the side- 
wall sheet, the footing pad, and the foundation-ring sheet. | , 

(4) The Department of Agriculture will provide drawings and speci- 
fications for completely corrugated foundation rings in lieu of those 
previously used. 

(5) The manufacturer is required to erect a complete sample struc- 
ture from current production. 

(6) The erection of a sample structure will be required at the rate of 
1 structure out of every 500 bins, or more frequently if required by the 
inspector. 

7) Manufacturers will be required to assemble any part or parts 
of the structure from elements under current production, selected at 
random by the inspector as frequently as he may determine. 

(8) The manufacturer is required to package structures for ship- 
ment in such manner as to obtain lowest carload lot rates. New re- 
quirements for loading, blocking, and bracing of structures and parts 
oe been adopted to fully protect and maintain original shape and 

esign. 

(9) In the packaging of the bin components for shipment, no pack- 
age 


all exceed a total weight of all the six sheets comprising ring No. 
2 of the bin. 
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(10) The inspector designated by the Department of Agriculture 
will either reject structures or parts thereof or certify that they are in 
accordance with Government specifications. 

- (11) The manufacturer is required to certify that each structure 
erected meets all erection specifications and was constructed fully in 
accordance with Government specifications. 

(12) The inspection or acceptance of structures by the Department 
of Agriculture shall in no way affect warranties or other contract 
requirements. 

(18) The manufacturer’s warranty that the bin is in accordance 
with Government specifications is to be for 2 years instead of 1 year, 

(14) The amer apris is required to supervise and inspect all 

hases of the work in connection with the construction in erection of 
is structure. 

(15) If the structure does not meet Government specifications, the 
manufacturer shall specify in detail where it fails to conform. 

(16) The punching of holes in all sheets will vary with each tier 
sheet. This will preclude placing the wrong wall sheet in any of the 
six tiers which comprise the bin. 

(17) Both wooden bins and the manufacturers’ own designed bin 
are excluded from the Department of Agriculture grain bin procure- 
ment program. Unless an emergency arises only the Department’s 
standard cylindrical bin is to be purchased. 


(5) The Naval Inspection Service 

(1) Individuals responsible for inspecting grain storage bins are 
being trained much more intensively. 

(2) Upon receipt of request to perform inspection services, the Navy 
inspection office will carefully review the request to assure that all 
essential detailed information, specifications, and drawings are pro- 
vided. It will undertake to establish proper inspection procedures 
and assign a trained and capable staff of inspectors to perform re- 
quested services. 

(3) A closer liaison has been instituted at the Washington level be- 
а the Department of Agriculture and the Naval Inspection 

ervice. 

(4) A closer liaison between the Naval Inspection Service in Wash- 
ington and its field office will be maintained in the future. Upon a 
receipt of a request from the Department of Agriculture, the Naval 
inspection office in the field will immediately notify the Naval inspec- 
tion office in Washington, so that the latter office will be able to main- 
tain administrative control over the inspection services being 


furnished. 
Hven W. Cross 


In early September 1955 it was reported to the subcommittee that 
Mr. Hugh W. Cross, chairman of the Interstate Commerce Commis- 
sion, interceded for personal reasons with officials of certain railroads 
in order to influence the awarding of a contract in favor of a company 
owned by Mr. J. L. Keeshin, of Chicago, Ill. This contract was 
awarded by these railroads to Railroad Transfer Service, Inc., the 
Keeshin firm, for the intracity transportation of passengers and bag- 
gage between stations in Chicago, II.” 


. * Hearings, Hugh W. ý 
ber 15, 1958,1 р. i Cross, Chairman of the Interstate Commerce Commission, Novem- 
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Mr. Hugh Cross is an attorney and has been a member of the Inter- 
state Commerce Commission since April 11, 1949. From July 1, 1955, 
until the date of his resignation, November 23, 1955, he was Chairman 
of this Commission. 

In the past the Interstate Commerce Commission has ruled that the 
transportation of passengers and baggage between stations in Chicago, 
Ill, is not properly the subject of Interstate Commerce Commission 
regulation. This matter of jurisdiction is still in controversy? How- 
ever, there is no question that the railroads upon whom the decision in 
this contract negotiation rested are subject to the Interstate Commerce 
Commission regulations and are, therefore, susceptible to influence by 
its members. 

Chicago is one of the largest railroad centers in the United States. 
However, while Washington, New York, Boston, and other major 
cities have 1 or 2 railroad stations, Chicago has 8 separate terminals at 
different points in the city. Each of these stations provides a terminal 
for from 1 to6 railroads, A large number of the passengers traveling 
through the city of Chicago are, therefore, required to transfer from 
one terminal to another by means other than railroad. The contract 
calling for transportation of these passengers and baggage from one 
station to another amounts to a gross of $114 million each year. 

For 102 years the transfer of passengers with their baggage between 
stations in Chicago has been provided by the Parmelee organization of 
Chicago. Except for isolated instances, this service was provided by 
the Parmelee organization without a formal contract.” 

The 21 railroads involved have entrusted the making of these ar- 
rangements to the Western Passenger Association, an organization 
made up of railroads. Because of rising costs and allegations of de- 
clining service, the question of whether to continue the arrangement 
with Parmelee came under consideration by this group. 

A subcommittee of this Western Passenger Association was ap- 

ointed and met in March of 1954 to consider available alternatives. 


his subeommittee was made up of representatives of the following 
railroads : * 


Baltimore & Ohio 
Chicago & North Western 
Illinois Central 
Pennsylvania Raiíroad 
New York Central 
Atchison, Topeka & Santa Fe 
Negotiations with a number of firms in the transportation business 
were carried on over the next year or so, culminating with the vote by 
the subcommittee on June 3, 1955, which unanimously favored trans- 
ferring this business to Mr. John L. Keeshin. This action was ratified 
by the full group on June 13, 1955, and the Parmelee organization was 
notified that its services would terminate October 1, 1955, while the 
Keeshin firm was notified that its services would be contracted for 
beginning the same date.™ 
The allegation is that prior to the vote by the subcommittee Mr. 
Hugh Cross contacted certain railroad officials and attempted to 
influence their vote in favor of Mr. Keeshin because of an arrangement 


whereby, if Mr. Keeshin received the contract, Mr. Cross would be 
employed by him. 


— i i M 





® Thid., p. 6. 
83 Tbid., p. 4. 
s Ibid., p. 17. 
% Ibid., p. 32. 
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A preliminary staff inquiry developed certain information regard- 
ing this transaction and included a staff interview with both Mr. Cross 
and Mr. Keeshin. In view of the fact that the information secured 
from independent sources tended to support the initial allegation, but 
was at variance with that secured both from Mr. Cross and Mr. Kee- 
shin and also because the information provided by Mr. Cross was in 
certain respects different from that provided by Mr. Keeshin, executive 
hearings were held by the subcommittee on November 15, 1955, at 
which these men, among others, were witnesses. 


Paul E. Feucht testimony 

Mr. Paul E. Feucht, president of the Chicago & North Western 
Railroad, testified before the subcommittee that on May 13, 1955, Mr. 
Hugh Cross telephoned him regarding this contract. 

Mr. Feucht’s testimony follows in part: 


Mr. FEvcuHT. He called me and told me that he was interested in getting this or 
seeing that Keeshin got this contract, and he quoted some figures which I wrote 
down in a little penciled note on a pad and I told him that as far as I was con- 
cerned I would be very happy to look at it and pass the information on to my 
people who were handling it, but that each contract had to stand on its own 
feet, and if Keeshin’s bid was the best bid we could get and they could perform 
the service and they were financially responsible, I would be very glad to take a 
look at it. But from an economic standpoint, each bid had to stand on its own 
feet. 

The Cuarrman, Mr. Feucht, did he amplify or go into any explanation of the 
nature of his interest in seeing that Keeshin got the contract? 

Мг. РГеоснт. No, and I was quite puzzled as to why I got the call. 

The CHAIRMAN. You were puzzled? 

Mr. FrucuHT. Yes. 

The CHAIRMAN. You mean that you had not anticipated such a call? 

Mr. FEvucHT. No, I had not. 

The CHAIRMAN. You also were concerned about the propriety of such a call? 

Mr. FEvcuHT. I didn’t give it a second thought, at that time. I thought about 
it afterward a little bit. 

The CHAIRMAN. What did you think about it afterward? 

Mr. Feveont. I just thought it was kind of funny that someone like that would 
call me about this contract. 


At another point in this testimony the following was recorded: 


The CHAIRMAN. And the information he gave you was somewhat in the nature 
of an argument in favor of Keeshin, was it not? 
Mr. Frucut. That is correct.™ 


There was presented to the subcommittee in evidence a memorandum 
prepared by Mr. Feucht immediately following his conversation with 
Mr. Cross. It is headed “Memorandum of My Conversation With 
Hugh Cross, Commissioner, Interstate Commerce Commission, at 
4:15 p. m.** Friday, May 13, 1955”: 


Hugh Cross stated that he was very much interested in seeing that J. L. 
Keeshin got the new contract with the railroads here in Chicago to handle 
baggage and people between the various stations. He understands the contract 
expires July 1 and there are three bids for the new contract—Willett, Parmalee, 
and Keeshin. 

The bid Keeshin has proposed is $1.20 which is 2 cents lower than what we 
are now paying. In other words, we are paying $1.22. For every 5 cents an 
hour wage increase they will only increase 1 cent an hour but they will not go 
higher in 3 years than 3 cents even though the wage increase might be higher 
than 3 cents an hour. Parmalee came down and met the $1.20 but there are 


55 Ibid., pp. 8-9. 

*" Ibid. р. 59. The pb records subpenaed by the subcommittee indicate that 
there was a telephone call from Mr. Cross in Washington, D. C., to Mr. Feucht in Chicago, 
at 5:10 p. m., Friday, May 13, 1955. In view of the difference of time, the 5:10 in 
Washington would be 4:10 in Chicago, coinciding with the time indicated by Mr. Feucht 
a и, The records reveal that this telephone conversation lasted for 
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some jokers in their proposal in that their contract states that for every 1 percent 
decrease in receipts there will be a 1 cent raise in tickets, which clause is not in 
Keeshin’s bid. 


In addition, Keeshin offers eight passenger station wagons, heated in the 
wintertime and air conditioned in the summer, they would put any suggested 
name on them the railroads decide upon, they would handle baggage every hour 
on the hour between the various stations, and they would have representation 
here in Chicago as against the absentee representation by Parmalee. 

He also stated that Keeshin's proposal was backed up by the First National 
Bank and they would get new equipment every 3 or 5 years (I am not positive but 


I believe he said every 3 years).* 
Mr. Feucht said that prior to receiving the call from Mr. Cross, he 
did not know the details of the competing proposals. Upon checking 


later he learned that these features as quoted by Mr. Cross were sub- 
stantially accurate. 


Wayne A. Johnston testimony 


Mr. Wayne A. Johnston, president of the Illinois Central Railroad, 
testified before the subcommittee that, sometime prior to the final 
decision on the contract in question, he was talking with Mr. Hugh 
Cross in Mr. Cross’ office in Washington. Mr. Johnston said that he 
had heard that Mr. Cross was planning to go to work for the new com- 
pany to be formed by Mr. Keeshin to handle the transfer business and 
therefore on this occasion he asked Mr. Cross whether the rumor he 
had heard was accurate ; whereupon Mr, Cross said that if Mr. Keeshin 
was successful in getting the contract he, Mr. Cross, was going to go 
to work for him." 

Mr. Johnston was uncertain what position Mr. Cross would occupy, 
but he was under the impression that Mr. Cross would be president 
of the new company set up to handle the transfer business. Mr. 
Johnston also testified that at no time did Mr. Cross ask him to give 
favorable consideration to the Keeshin Co.* 


Howard E. Simpson testimony 


Mr. Howard E. Simpson, president of the Daltimore & Ohio Rail- 
road, submitted affidavits in lieu of his personal appearance. In 
these affidavits he said that during the spring of 1955 Mr. Cross called 
him from Washington asking for an appointment and thereafter 
came to Baltimore and conversed with him in his office. Among the 
subjects discussed was the contract for the transfer of passengers 
and baggage between railroad stations in Chicago. Mr. Cross asked 
Mr. Simpson the status of the negotiations, to which Mr. Simpson 
replied that he did not know all the details but would find out and 
inform Mr. Cross, which he did several days later. Mr. Simpson 
further said that Mr. Cross inquired about this matter a couple of 
times later. Mr. Simpson said that Mr. Cross made no attempt to 
influence his decision regarding which company should get the 
contract.” 

The records of the Chesapeake & Potomac Telephone Co., subpenaed 
by the subcommittee, indicate four long-distance telephone calls, per- 
son to person, from Mr. Cross to Mr. Simpson on April 18, May 3, 
May 20, and June 8, 1955.% Two of these were made during the 
working hours from the Interstate Commerce Commission telephone 
but charged to Mr. Cross’ home telephone number. 
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Fred G. Gurley testimony 

Mr. Fred G. Gurley, president of the Atchison, Topeka & Santa 
Fe Railroad also submitted affidavits in lieu of of his personal appear- 
ance and in these affidavits he said that he had heard “rumors and 
statements” to the effect Cross would become associated with the 
Keeshin organization if it should succeed in securing the transfer 
contract. However, he swore that he had no communication of any 
kind either with Mr. Cross or Mr. Keeshin regarding the truth of 
these reports, or with Mr. Cross regarding the merits of the Keeshin 
proposal.® 

In connection with this investigation the telephone toll tickets of 
Mr. Cross’ home telephone number, along with that of Mr. Keeshin’s Я 
home and business telephone, were subpenaed from the telephone f 
company having phe them. An examination of these calls from 1 
the period March 15 through September 1955 shows a total of 32 

rson-to-person telephone calls between Mr. Cross and Mr. John L. | 

eeshin. Of these, 18 were from Mr. Cross to Mr. Keeshin and 14 | 
were from Mr. Keeshin to Mr. Cross. All but four of the Keeshin- 7 
to-Cross calls were made to Mr. Cross’ home.** 

It will be noted that these conversations took place at various times 
during the day but more often in the afterwork hours. In addition, 
it was noted that a number of these calls lasted for substantial lengths 
of time. A breakdown follows: 


"^^ bead a Sh s аа 





NEN UNUM UMS NN (uS PS pub unsuaiüit n 7 ibd ce 8 
МООН ОЕ И ТО NAVI du editi ptem qe acm am me cocto am no tiq ao 8 
Number of calls from 9 p. m. to midnight___..___.-..---.------.---------. 14 1 
Number of calls on which the time is not indicated... ....... 2 ] 
mac $ 
OL фа абрикосы 32 ] 
It will be further noted that the length of these conversations is к 
broken down as follows: Ц 
О азов ЦЕДРИ ЕНА 13 
NN NEM MU ndm. ii uas uu np daptquiividnitaxaa: dic mafew emm ores cm 17 р 
есь мыса aaepe) dig q dpt dadas 2 n 
Ач 32 : 
J. L. Keeshin testimony Г 
. When Mr. Keeshin testified before the subcommittee, he stated that tl 
in connection with another firm he had tentatively planned to buy K 
more than a year ago, he had told Mr. Cross, who is a personal friend 
of many г duration, that if the transaction could be consummated th 
he would like to have Cross come to head up the company.“ Не in 
said this purchase was not concluded and therefore the condition for C 
the offer was not fulfilled. However, he said: fo 
I told him then that if at any time he wanted to go back into business and th 
wanted to become associated with me I would be very happy to have him asso- re 
ciated with me,* Fi 
. Mr. Keeshin told the subcommittee that there was no specific offer th 
in connection with the contract for the intracity transfer service in = 
Chicago. bd 
————— е 
e Ibid., d 
a Ibid, P 25. 3 
* Ibid., p. 33. n 
* [bid., p. 43. " 
Ibid., p. 42 
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Mr. Keeshin, in his sworn testimony, informed the subcommittee 
that he had discussed the contract for the Chicago transfer business 
with Cross and added: 


I wanted his views as to the fact that I was going into a different phase of 
this business of mine, and, like anything else, being he is my friend, if the 


occasion arises, that he could pass a good word for me, naturally I would hope 
he would do it.” 


In another instance, Mr. Keeshin said with reference to Mr. Cross: 


* * * and he said if ever the occasion arose, he would pass a kind word 
for me.” 


In another instance Mr. Keeshin said: р 


When I got the contract, I called him and thanked him for what help he did 
give me, if he did give me any * * *® 
Mr. Keeshin stated that he is a close friend of Mr. Cross, that they 


talked frequently by telephone, and that this Chicago contract was 
often a subject of discussion.” 


Hugh W. Cross testimony 


Mr. Hugh Cross informed the subcommittee in his sworn testimony 
that in his opinion and in retrospect he had been “indiscreet” in dis- 
cussing this contract with officials of the interested railroads.“ Не 
informed the subcommittee that he has been personally friendly with 
Mr. Keeshin for a number of years. He said that probably in compli- 
ance with Mr. Keeshin’s request that he determine the status of the 
matter he made an appointment with Mr. Simpson, president of the 
Baltimore & Ohio Railroad, and discussed the matter with Mr. Simp- 
son, inquiring about the current status. On one or more occasions 
later he also inquired from Mr. Simpson, and on each occasion Mr. 
Simpson informed him concerning the situation at that time regard- 
ing the Chicago contract.” 

Mr. Cross said that he is a close personal friend of Mr. Johnston, 
president of the Illinois Central Railroad and has been such for a 
number of years. He said that at some informal gathering which both 
attended, Mr. Johnston facetiously asked him if he was going to go 
to work for Keeshin. He said that since he considered Mr. Johnston's 
remark to be in jest, he did not make a flat denial. He said, however, 
that he did not tell Mr. Johnston that he would go to work for Mr. 
Keeshin if Mr. Keeshin got the Chicago contract.” 

With reference to the telephone call to Mr. Feucht, Mr. Cross said 
that, as a member of the Interstate Commerce Commmission, he was 
interested in the welfare of all railroads. He said the situation of the 
Chicago & North Western Railroad was of particular interest to him 
for various reasons including the financial plight of the railroad and 
the isolated geographic location of the railroad station in Chicago 
requiring more transfers within the city. He said he called Mr. 
Feucht and gave him some details of Keeshin’s bid in order to insure 
that Mr. Feucht and his subordinates would give adequate attention 
and study to this matter and arrive at the solution which was to the 


& Ibid., p. 40. 

œ Ibid., p. 41. 

*» Ibid., p. 46. 

1 Ibid., pp. 37, 40, and 41. 
"! Ibid., pp. 59, 65. 

t Ibid., pp. 60, 75. 

** Ibid., p. 79. 
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best interests of the Chicago & North Western Railroad.'* In this con- 
nection the following testimony was recorded: 

Senator EnvrN. You were afraid that without the suggestion from you that 
the president of the Chicago & North Western Railroad might not take the trouble 
to find out which 1 of the 2 or more bids was the best for the railroad. And 
therefore you called him to suggest that he decide the matter on the merits and 
take the one for the best economic advantage of his railroad. Is that correct? 

Mr. Cross. I assume that that is substantially correct, Senator.” 

Mr. Cross was questioned by subcommittee members concerning his 
apparent knowledge of the contract negotiations as demonstrated in 
his conversation with Mr. Feucht. In response to such inquiries Mr. 
Cross, although he later qualified these answers, stated : 

Mr. Cross. I did not have any knowledge as to the specific terms of the bids." 

Mr. Cross. I did not know what the other bid or bids were * * *." 

The CHAIRMAN, Did you know at that time anything about the Parmelee inter- 
est’s bid, as to what rate it had proposed in its proposal? 

Mr. Cross. No; I did not. 

The CHAIRMAN. Did you know that it had revised its proposal downward? 

Mr. Cross. No; I did not. 

The CHAIRMAN. You did not discuss that with Mr. Feucht? 

Mr. Cross. No.” 

Mr. Cross told the subcommittee that at no time did he have any 
thought of asserting his influence in favor of Mr. Keeshin and that 
his possible employment by Mr. Keeshin had not been discussed in 
connection with this contract.” 

With reference to Mr. Keeshin’s contact with Mr. Cross, Mr. Cross 
said the following: 

The CHAIRMAN. In those conversations did he at any time ask your assistance, 
or help in any way, in connection with securing this contract? 

Mr. Cross. I think that he inferentially at least, did. 

The CHAIRMAN. In what manner, Mr. Cross? 

Mr. Cross. I think that he didn’t ask me to go out and talk to people, if you 
mean that. 

The CHAIRMAN. What did he ask you to do? 

Mr. Cross. I think he said to me if I could put in a good word for him, he 
would appreciate it. 

The CHAIRMAN. Did you agree to put a good word in for him? 

Mr. Cross. I don’t think that I agreed to that.” 


Following the testimony hereinbefore described, which took place 
on November 15, 1955, Mr. Cross resigned his Government oflice to 
take effect immediately upon acceptance on November 23, 1955. For 
this reason it was the decision of the subcommittee that no useful pur- 
pose would be served by a further inquiry into this matter. 

The subcommittee feels that Mr. Cross made a mistake and acted 
indiscreetly in his position as Chairman of the Interstate Commerce 
Commission. It agrees his resignation was quite proper under the 
circumstances. 


_ Since Senators Karl E. Mundt and George H. Bender did not par- 
ticipate in the Hugh W. Cross matter, they neither concur nor endorse 
this section of the report. 








ANNUAL REPORT 35 


TARIFF ON IMPORTED WATCHES 


The subcommittee received an allegation that the Treasury Depart- 
ment Bureau of Customs has failed to collect a duty imposed in the 
Tariff Act of 1940 on jeweled watches containing 17 or fewer jewels. 
The specific duty is applicable to adjustments performed on these 
watches prior to their shipment into the United States. It is alleged 
that prior to the passage of the Tariff Act of 1930, which imposed the 
duty on adjustments, most foreign watches were shipped into the 
United States marked “adjusted.” Subsequent to the passage of this 
act most of them have been shipped into this country marked “unad- 
justed.” The allegation is that these watches actually are adjusted 

ut are marked “unadjusted” in order to void the tariff. 

It is further alleged that this enforcement failure has three major 
results : 


1. The loss of revenue to the United States Government of at 
least $238 million since the act was passed. 

2. The placing of the United States watch-producing industry 
at a severe competitive disadvantage as compared to its counter- 
part abroad, particularly in Switzerland. 

3. The loss of skills developed in the production of watches 
which are applicable and necessary to defense industries. 

The subcommittee held hearings in executive session on this subject 
on June 29 and 30, 1955, and January 10, 1956. Among other wit- 
nesses, Under Secretary of the Treasury H. Chapman Rose testified 
on the last two of these dates. Following his first appearance, Secre- 
tary Rose caused an investigating team to conduct inquiries in Switzer- 
land and in the United States concerning this problem. He stated 
that upon receipt of its report and the completion of a study he is hav- 
ing made here in this country, he will report the Treasury’s findings 
and recommendations on the matter to the subcommittee. 


The subcommittee will thereafter issue its report on this subject, 
based on its investigation. 


Starr Strupy on Reperecrion 


During the year the staff made a study of the redefection campaign 
in Europe, which is a concentrated effort of Communist countries to 
induce people who have fled communism to return to their homelands. 
It became apparent during 1955 that the problem had become a matter 
of major significance. 

Some 300,000 refugees are the target for various redefection media 
utilized by Communist countries. This number is the residue of some 
10 million non-German refugees and displaced persons in Western 
Europe since the close of World War II, coupled with well over 600,- 
000 people who have since fled from Russia or one of her satellite coun- 
tries to the West. Health, age, lack of certain skills required by immi- 
gration and sometimes criminal and even pro-Communist records have 
made resettlement for the majority of the 300,000 somewhat hopeless. 
This problem is a continuing one, as refugees every day flee to the 
West for asylum. 

Throughout the years the United States has participated either 
solely or with other countries in various programs aimed at finding 
a solution to th. problems of refugees. Its active interest is indicated 
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by the fact it has resettled in the United States some 500,000 persons, 
which is almost as many as have been resettled in all the other coun- 
tries of the free world put together. At the present time the United 
States participates in four groups: Intergovernmental Committee for 
European Migration which deals primarily with migrants (including 
refugees) out of overpopulated Europe, the organization under the 
Refugee Relief Act which deals only with the issuance of visas, the 
Office of United Nations High Commission for Refugees, which seeks 
to aid those not qualified for resettlement, and the escapee program 
which lends assistance to the refugee, both from a welfare standpoint 
and resettlement, © This latter program, which was established March 
22, 1952, renders aid to persons who escaped from Ru ^ia after Jan- 
uary 1, 1945, and to refugees from a satellite nation after January 1, 
1948. Because of these restrictions and the fact that for policy rea- 
sons refugees from Yugoslavia do not qualify, only 30,000 persons 
are eligible for escape aid. Through this assistance this group main- 
tains a standard of living somewhat higher than the other refugees. 
The administrative aspects of this program are handled by the em- 
ployees of the International Cooperation Administration, but the 
actual implementation from an operational standpoint is by non- 
governmental workers, namely, voluntary agencies. 

These agencies, who for many years have endeavored to assist the 
refugees, have continued to work under this escapee program. They 
operate on the basis of contracts which, within the limits of the ap- 
propriation, permits them to actively assist the refugee in skills, educa- 
tion, orientation, and resettlement problems. 

The refugee is housed either in a camp or regular housing, but this 
does not mean that he enjoys the comforts of life. In Germany, for 
example, the sum of 35 cents a day is allotted for his livelihood. Since 
he is not allowed to work, even if able, pending a check by the Govern- 
ment of asylum which takes some several months, he often lives where 
the slumlike conditions have bred unhappiness and discontent border- 
ing on desperation. 

he files of this subcommittee have documentation showing that 
newspapers, radios, circulars, chain letters, and personal letters to 
refugees from Iron Curtain countries urging their return have in- 
creased within the past year to the point of it becoming a concentrated 
plan on the part of Communist nations. Some of these satellite coun- 
tries have declared an amnesty to refugees, but this is only one of the 
facets for the success of the redefection program. Length of resi- 
dence in camps, the low subsistence of living, inability to work, hope- 
lessness for the future, and fear are all factors that must be considered 
in the redefection campaign. 

The number of persons who have actually redefected is unknown. 
The only known figure is that of the escapee program, which shows 
some 2,700 persons have disappeared. The redefection campaign has 
had an unsettling effect, and the free world is in danger of losing a 
propaganda advantage which it has thus far maintained. 


East-West TRADE 


The subcommittee has continued during 1955 its close watch on 
the trade between our allies and the Communist world. The most 
recent statistics on the dollar value of free-world trade with Com- 
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munist China made available by the Commerce Department disclose 

for the first 6 months of 1955 the value of this trade to Red China 

to be 394.1 (millions of dollars). For the same period of 1954 the 
figure was 310.6 (millions of dollars). This is an increase of $83.5 
million in this 6-month period. 

In addition, the latest trade figures furnished the subcommittee 
by the Defense Department disclose that the number of Western-flag 
vessels moving in and out of Chinese Communist ports continues to 
increase at an alarming rate. 

These figures show that for the first 8 months of 1955 vessels flying 
the flags of non-Communist countries and totaling 7,136,202 gross 
tons, made 1,187 trips in and out of Red Chinese ports. For the same 
period in 1954 these vessels had a total gross tonnage of 5,650,091 
and made 935 trips in and out of Red Chinese ports. This is an 
increase in 1955 of approximately 1,400,000 gross tons and 252 trips. 
On the basis of these statistics our allies shipping to China in 1955 
will surpass the former peak year of 1954. 

A closer look at these statistics graphically portrays the tremendous 
contribution British-flag vessels are making in the carriage of goods 
to the Red China mainland. Approximately 53 percent of the vessels 
involved in this trade during this 8-month period were under British 
registry and flying the British flag. 

An analysis of the voyages of these vessels shows a substantial 
number carried cargoes from European Communist countries to Com- 
munist Chinese ports. This is a practice that was prevalent during 
the Korean war, and it is obvious that our allies are continuing to 
render this major economic assistance to the Communist world. 

The subcommittee once again wishes to draw attention to the val- 
uable contribution made by Communist-controlled shipping companies 
operating out of the British Crown colony of Hong Kong to Red 

hina’s economy. A majority of the vessels operated by these Com- 
munist companies fly the British flag and, therefore, are accorded the 
protection of the British Fleet. 

One of these companies, the Far East Enterprising Co., Ltd., of 
Hong Kong, was singled out in 1953 for its activities during the 
Korean war in chartering Western-flag vessels to carry goods to the 
China mainland. Nothing was done by the British at that time. 
The subcommittee on March 13, 1955, made public the fact that the 
Finnish tanker Aruba, which was carrying jet fuel to the Red China 
mainland, had been chartered for this trip by the Far East Enter- 
— Co. and that this company, although operated out of Hong 

cong, was actually owned and controlled by the Chinese 
Communists." 

The subcommittee also made public the fact that the Swedish-flag 
vessel Sunnanbris carried strategic materials to the Chinese mainland, 
even though the ship’s manifest listed its cargo as “lawful 
merchandise.” 

The subcommittee feels that our allies, particularly the British, are 
making major contributions to the Chinese war economy. As pointed 
out in another part of this report, at least 11 Americans remain im- 
prisoned in China while our allies’ trade with China increases. The 








©The Aruba never did arrive in Red China, as it turned back about March 22, 1955. 
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role of our allies on this matter during the Korean war and during 
this unhappy postwar period is a matter of deep distress to the 
members of the subcommittee. 


PURCHASE OF LOCOMOTIVES BY THE SPANISH GOVERNMENT 


By a telegram dated March 8, 1955, the Baldwin-Lima-Hamilton 
Corp., Eddystone, Pa., complained to this subcommittee that an award 
for the purchase of diesel locomotives by the Spanish Government 
had been made to the American Locomotive Co., despite the fact that 
Baldwin-Lima-Hamilton was a lower bidder by about one-quarter of 
a million dollars, and that these locomotives were being purchased 
by the Spanish Government with funds allotted by the Foreign Oper- 
ations Administration. 

The Spanish Government in 1954 sent out invitations to bid for 
14 diesel locomotives for the use of the Spanish National Railroad 
System, the locomotives to be purchased with funds made available 
by Foreign Operations Administration. After an examination of 
the bids the Spanish Government made the award to Alco (Amer- 
ican Locomotive Co.) for $3,035,970 or $216,855 per locomotive. Alco 
had provided a working model of its locomotive which the Spanish 
had tested for several months and found to be very satisfactory. The 
Baldwin-Lima-Hamilton Corp.’s bid was $199,800 per locomotive, the 
total bid being $238,770 less than Alco’s, 

The investigation reflects that the Spanish Government was legally 
within its rights in selecting the Alco bid. Despite the difference 
in price the Spanish Government found that the Alco locomotive 
was best suited to Spain’s needs, was cheaper to operate and maintain, 
and the earlier delivery date promised by Alco made for economies 
which more than offset the difference in price. Furthermore, no addi- 
tional cost to the United States Government is involved. Since Spain 
is allotted a fixed amount of money for the year, the amount spent 
for locomotives only decreases the amount available for other 
expenditures. 


AMERICAN Prisoners InN [RON CURTAIN COUNTRIES 


The subcommittee has continued its study of American personnel, 
both civilian and military, who are being held prisoners in Commu- 
nist-controlled countries. Extensive staff interviews have been con- 
ducted with prisoners who had been released by Communist China. 
In its appraisal of the situation the subcommittee held two executive 
sessions with representatives of the Departments of State, Defense, 
Navy, and the Air Force. At the first, on April 18, 1955, there was 
diseussion regarding the efforts being made by the executive agencies 
and by the Secretary General of the U. N. Any further action by the 
subcommittee was deferred pending the outcome of negotiations being 
conducted by the Secretary General with Communist China. 

On June 29, 1955, another subeommittee conference was held with 
representatives of the State Department and military services at 
which the release from China of the four airmen and several civilians 
since the April 18 session was discussed. In view of the conferences 
being held in Geneva by the American and Chinese consuls and the 
meeting of the Big Four powers at the summit in Geneva, it was felt 
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that open hearings by the subcommittee would not be propritious and 
apparently would not assist or contribute in the release of the Amer- 
ican prisoners. Since that date 11 military and 29 civilians have been 
released from Communist China. 

The subcommittee continues its active interest in this matter and 
with the rest of the world awaits China’s release of at least 13 addi- 


tional Americans as well as the other foreign nationals from 
imprisonment. 


MATTERS REFERRED TO THE DEPARTMENT OF JUSTICE 


During the course of various public hearings several matters devel- 
oped which were referred to the Justice Department for possible 
prosecution. 

In the case of Irving Peress the testimony of Brig. Gen. Ralph W. 
Zwicker, former commanding oflicer at Camp Kilmer, N. J., was in 
conflict with that of C. George Anastos and Mary Morrill, former sub- 
committee staff members. On April 12, 1954, all testimony and docu- 
ments in connection therewith were forwarded to the Department of 
Justice for study as to whether there appeared to be a violation of the 
perjury statute. On November 23, 1955, the Department advised that 
a thorough investigation had been conducted and the results were 
being studied in the Criminal Division. The letter stated the sub- 
committee would be informed of the determination made. 

On May 26, 1955, a transcript of the public hearings on the inves- 
tigation involving the FOA grain-storage project in Pakistan was 
referred to the Department of Justice. An opinion was requested for 
possible prosecution of Robert H. Pinner, an FOA consulting engineer, 
and various individuals of the Agricultural Construction Co. On 
October 10, 1955, Justice advised that since there was a possible viola- 
tion of perjury statutes by Robert H. Pinner, the matter was being 
forwarded to the United States attorney for the District of Columbia 
for his consideration as to criminal prosecution. 

All of the hearings, executive and public, in the textile procurement 
in the military services, which includes testimony of Harry Lev, 
Marvin Rubin, Mrs. Mella Hort, David Pollack, Julius Goldman, 
Joseph G. Porreca, Capt. Raymond Wool, Jerome Schlesinger, and 
Ferdinand Tartaglia, were furnished to the Department of Justice for 

various violations of law. The Department is studying such testi- 
mony with a view to violations of the bribery and perjury statutes. 

The testimony of one witness who appeared in executive session in 
connection with Communist infiltration 1n defense plants was referred 
to the Department of Justice on May 2, 1955, for an opinion as to 
violation of the perjury statute. 

Diantha Hoag, a former employee of the Westinghouse Electric 
Corp., was cited for contempt by the Senate on February 4, 1955. She 
was thereafter indicted by a grand jury in the District of Columbia 

on June 21, 1955, and her trial is pending. In her testimony before 
this subeommittee she had initially denied she was, had been, or would 
engage in espionage and sabotage. Later, in response to questions re- 
lating to possible espionage, she invoked the first and fifth amendments. 


90001*—57 S. Rept., 84-2, vol. 1—— 38 


UNIVERSITY OF MICHIGAN LIBRARIES 





x 
int 






































40 ANNUAL REPORT 


Current Work 


A number of investigations are being made by the staff at the present 
time. These, of course, do not include the numerous preliminary 
inquiries, 


COMMUNIST INFILTRATION OF SCHOOLS OBTAINING BENEFITS UNDER 
VETERANS’ EDUCATIONAL AND REHABILITATION PROGRAM 


The subcommittee has been in receipt of allegations that certain 
schools owned or operated by members of the Communist Party have 
been approved to train veterans of World War II and the Korean war 
under various laws providing educational and rehabilitation benefits. 
It has been reported further that veterans have been and are presently 
attending such schools, their tuition being paid by the Veterans’ 
Administration. 

The staff is presently engaged in a detailed inquiry to determine 
whether schools actually owned or controlled by Communists have 
in fact been so approved, whether the Veterans’ Administration is ex- 

nding funds for the tuition of veterans attending these schools, and 
if so, the reasons therefor. 


EAST-WEST TRADE 


In 1954 extensive changes were made in the export controls on the 
sale and delivery of strategic materials from the free nations of the 
world to the Soviet-dominated areas. 

The changes in United States security export controls were coordi- 
nated and ran concurrently with a similar review of international 
East-West export controls. This downgrading of strategic items has 
been highly classified and cloaked with secrecy, particularly as to the 
aspects relating to international controls, However, it has been re- 

orted that controls over certain highly strategic items have been un- 
daty relaxed and that the officials authorizing decontrol have disre- 
garded technical and intelligence reports strongly opposing such 
decontrol. 

The subcommittee also received reports of illicit traffic in strategic 
materials, particularly copper, and of constant efforts being made by 
Soviet purchasing agencies to obtain such products. The subcom- 
mittee is continuing its study of these problems in preparation for 
possibie hearings this coming year. 


GSA PURCHASES OF MEXICAN MANGANESE 


Information was furnished the subcommittee that an American- 
owned mine in Chihuahua, Mexico, was under contract to furnish 
manganese to the Emergency Procurement Service of General Serv- 
ices Administration and was operating on money loaned by the Ex- 
port-Import Bank. Through an error there was an overpayment to 
the mining company, and when the mine was unable to refund the 
overpayment, EPS then canceled the contract. 

An investigation is being made to determine if both the Export- 
Import Bank and the EPS acted in the best interests of the United 
States Government and whether there was any wrongdoing on the 
part of the mining company involved, 
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ARMED FORCES PROCUREMENT 


The investigation of procurement of textile and apparel equipment 
for the armed services has led to information regarding improper 
practices in other types of procurement. The subcommittee is pres- 
ently conducting inquiry into irregularities in this field. 


The members of the Committee on Government Operations, except 
those who are members of the Senate Permanent Subcommittee on 
Investigations, did not sit in on the hearings and executive sessions on 
which the above report was prepared. Under these circumstances, 
they have taken no part in the preparation and submission of the re- 


port, except to authorize its filing as a report made by the subcom- 
mittee, 
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AMENDMENTS TO COMMON CARRIER SECTIONS OF 
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JANvUARY 25 (legislative day, January 16), 1956.—Ordered to be printed 





Mr. Pastore, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany S. 1456} 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 1456) to amend sections 212, 219 (a), 221 (a), and 
410 (a) of the Communications Act of 1934, as amended, having 


considered the same, report favorably thereon with an amendment and 
recommends that the bill, as amended, do pass. 


AMENDMENT 


On page 4, lines 18 and 19, after the word “cases,” strike out “unless 
the Commission determines that a hearing is not necessary in the 
publie interest" and insert ‘where a request therefore is made by a 


telephone company, an association of telephone companies, a State 
commission, or local governmental authority.’ 


GENERAL STATEMENT 


The legislation is designed to eliminate certain procedural burdens 
involving the regulation of communication common carriers which 
the FC experience has shown to be unnecessary and unduly re- 
strictive. 

The bill, S, 1456, proposes 4 amendments to the Communications 
Act of 1934. Specifically, the bill amends section 212, which involves 
interlocking directorates; section 219 (a) which refers to filing of 
annual reports; section 221 (a) dealing with hearings in cases involving 
telephone company acquisition and mergers; and section 410 (a) 
which authorizes the creation of joint boards composed of members 
from the Federal Communications Commission and the various 


71006 








и 
= 
x 
< 
x 
В 
- 
2 
< 
Ч 
T 
2 
u 
о 
B 
Ü 
X 
W 
2 
2 
2 














2 AMEND COMMON CARRIER SECTIONS OF COMMUNICATIONS ACT 


State publie commissions. 'The committee feels that the proposed 
amendments will relieve the FCC and the common carriers subject 
to its jurisdiction of unnecessary administrative burden, expense, and 
waste of manpower and would serve no useful purpose. 

Section 212 of the Communications Act at present requires that 
authority must be obtained from the Commission before any person 
may hold the position of officer or director of more than one common 
carrier subject to the act. Such person must show that neither pub- 
lic nor private interests will be adversely affected by his holding such 
positions. The section was designed to prevent the abuses which 
might be expected to flow from so-called interlocking directorates. 
However, nearly all the applications for authority to hold dual posi- 
tions received by the Commission involve companies under common 
ownership. In recent years the FCC has been called upon to con- 
sider many requests by officers or directors of one company of a com- 
monly owned or controlled system such as the Bell System of the 
American Telephone & Telegraph Co. to serve as well in a similar 
capacity with respect to another company within the system. Such 
applications have been consistently approved by the Commission since 
it feels that this type of dual holding does not adversely affect either 
publie or private interests. The proposed amendment would change 
section 212 so as to permit the Commission to exempt from the re- 
quirements of the section those persons holding dual positions in car- 
riers one of which owns more than 50 percent of the stock of the other 
or both of which are more than 50 percent owned by the same person. 
It is expected that this will relieve the Commission and the carriers 
of considerable unnecessary administrative burden and expense. 

The need of an amendment to section 219 (a) arises primarily out 
of the development and growth of certain new types of limited or 
specialized common carriers in the communications field particularly 
in the mobile and maritime fields. Section 219 (a) of the act au- 
thorizes the Commission to require annua] reports of common carriers. 
The first sentence of section 219 (a) gives the Commission discretion- 
ary authority to require common carriers to submit annual reports of 
financial, statistical, and other information. Once the Commission 
requires the report to be submitted, the second sentence of section 
219 (a) which is couched in mandatory terms prescribes a long list of 
data which shall be included in such annual reports. 

The data prescribed to be furnished is desirable in the comprehen- 
sive reports required from large carriers and undoubtedly will be con- 
tinued in future reports from the large carriers. On the other hand, 
such detailed information ordinarily is not necessary in reports from 
specialized carriers and furnishing it imposes a substantial unnecessary 
burden on them. 

Various new types of limited or specialized carriers have developed 
in the communications field in recent years and the Commission’s ex- 
perience has proved that it is not necessary to require the small spe- 
cialized carriers to submit information in as much detail as the larger 
carriers who furnish a more general type of communications service. 
In order to give the Commission flexibility and to permit it more 
readily to tailor its requirements to particular needs for information 
the bill would amend section 219 (a) so as to authorize the FCC to 
determine the type of information each carrier should submit, 
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Section 221 (a) of the act requires the Commission to hold public 
hearings upon all applications requesting authority to consolidate 
telephone properties or authority of one telephone company to ac- 
quire the property or control of another. 

This section is designed to permit the FCC to confer immunity from 
the antitrust laws in cases of telephone company acquisitions and 
— where the Commission finds that such acquisition or merger 
would be of an advantage to the persons to be served and in the public 
interest. ‘The record reveals that almost all of the applications filed 
under this section are generally supported by all parties in interest 
including the telephone users themselves and inwolved no points of 
large significance which justified the time and expense of a public 
hearing. 

The bill as originally introduced at the request of the FCC proposed 
to amend section 221 (a) so as to leave entirely to the Commission's 
discretion as to whether or not hearings should be held in all such cases. 
The United States Independent Telephone Association which repre- 
sents most of the independent telephone companies in the United 
States urged an amendment limiting the Commission's discretion. 
The Independent Telephone Association's representative strongly 
urged that a hearing must be held in every case where such a request 
is made by a telephone company, or an association of telephone com- 
panies. Both prior to and subsequent to the hearing, conferences 
were held with the FCC and representatives of the Independent Tele- 
phone Co. in order to give full consideration to the proposed amend- 
ment to section 221 (a). The Commission indicated it had no objec- 
tion to affording the hearing where a request therefore is made by a 
telephone company or an association of telephone companies. The 
committee felt that if a right to a hearing is to be afforded the inde- 
pendent telephone companies, a similar right should be given to 
State and local governmental bodies who are charged with protecting 
the interests of the public in connection with telephone services. 

Accordingly, the committee has amended section 221 (a) to require 
the Commission to hold hearings when requested by a telephone com- 
pany, or an association of telephone companies, or by State commis- 
sions or local governmental authority. In all other cases, the Com- 
mission will have discretion to determine whether or not a hearing is 
justified. 

The Congress on August 2, 1949, made an amendment similar to 
what the FCC recommended to section 5 (2) (b) of the Interstate 
Commerce Act which added a clause making public hearings manda- 
tory in cases involving consolidations, mergers, and acquisitions of 
control of railroads, a proviso that such hearings need not be held 
where the Commission “determines that a public hearing is not 
necessary in the public interest.” 

Section 410 (a) of the act provides for the referral of matters arising 
under the Communications Act to joint boards composed of members 
from the FCC and the various States affected by a particular com- 
munications problem at issue. Originally, the section provided that 
such boards should have the same power and authority as & single 
Commissioner designated to hold & hearing. However, the Com- 
munications Act Amendment of 1952 (act of July 16, 1952, 66 Stat. 


711) abolished the former procedure under which single Commissioners 
could hear cases, and section 410 (a) was amended at the same time 
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so as to confer on joint boards the same authority as is conferred on 
the Commission itself. 

The Commission testified that such a delegation of power is too 
broad. It also felt that, in view of such a broad delegation, it is 
unlikely that it would ever find it desirable to refer matters to such 
boards. The proposed amendment to section 410 (a) would authorize 
the Commission to confer on joint boards the same power and author- 
ity as is now conferred on the Commission’s hearing examiners in 
adjudicatory cases and thereby gives the full Commission an oppor- 
tunity to act before a final determination is made. 

The committee feels that the propcsed amendments will promote 
the interest of efficiency and avoid unnecessary effort by both the 
FCC and the common carriers involved and also tend to reduce the 
workload of the Commission. 

The Subcommittee on Communications heard detailed testimony 
from the Federal Communications Commission and a representative 
of the United States Independent Telephone Association. 

The comments of the Federal Communications Commission and the 
Department of Justice are set forth below. 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D. C., February 28, 1955. 
The Vick PRESIDENT, 
United States Senate, Washington, D. C. 

Deak Mr. Vice Prestpent: The Federal Communications Commission 
wishes to recommend for the consideration of the Senate four amendments to 
the Communications Act of 1934, as amended, relating to its regulatory au- 
thority over communications common earriers, enactment of which, it is be- 
lieved, will substantially relieve the administrative burdens of such regulation on 
both the Commission and the carriers subject to its jurisdiction without in any 
way detracting from the essential regulatory authority of the Commission. 
These amendments are to sections 212, 219 (a), 221 (a), and 410 (a) of the act 
respectively. A draft bill incorporating each of the amendments is attached. 

Section 212 of the Communieations Act presently makes it unlawful for any 
person to hold the position of officer or director of more than one carrier subject 
to the act, unless the dual holding is first authorized by Commission order upon 
a showing, in a manner to be prescribed by the Commission, that neither public 
nor private interests will be adversely affected thereby. An objective of Congress 
in enacting this requirement—the prevention of the exercise of indirect control 
over ostensibly competing carriers through such interlocking directorates—is, we 
believe, clearly salutary. But the all-embracing language of the section makes it 
applicable to dual holdings within an integrated communications system under 
common ownership and control as well as to interlocking relations between the 
competitive systems to which the section must have been primarily intended to 
apply. The result has been that in recent years the Commission has been called 
upon to consider a substantial number of requests by officers or directors of one 
company of a commonly owned and controlled system, such as the Bell System 
of the American Telephone & Telegraph Co., to serve as well in a similar capacity 
with respect to another company within the system. The Commission has felt 
that in such situations, where the dual holding cannot have any effect upon the 
ultimate control or management policy of either of the companies, the determina- 
tion as to whether a particular individual can best serve the interests of the system 
by concentrating his efforts in one of the constituent companies or by making his 
talents available to more then one is a detail of carrier management which can 
and should be left to the discretion of the carrier itself. It has, accordingly, 
regularly issued orders approving such requests. It is believed, however, that in 
the interests of efficiency and avoidance of unnecessary effort by both the Com- 
mission and the carrier personnel involved, it would be advisable to amend section 
212 to make possible elimination of unnecessary applications and Commission 
orders in such situations. This would be accomplished by amending section 212 
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to add the following proviso at.the end of the first sentence: ‘Provided, That the 
Commission may authorize persons to hold the position of officer or director in 
more than one such carrier, without regard to the requirements of this section. 
where it has found that one of the two or more carriers directly or indirectly owns 
more than 50 per centum of the stock of the other or others, or that 50 per centum 
or more of the stock of all such carriers is directly or indirectly owned by the 
same person.” 

In addition, certain language changes will be required in the second sentence 
of the section, as revised, in view of the insertion of the new proviso. These are 
set out in full in the draft bill attached hereto. 

The need for an amendment to section 219 (a) of the act arises partly out of an 
apparent ambiguity of the existing language and partly out of the development 
and growth of certain new types of limited or specialized common carriers in the 
communications field concerning the operation of which a somewhat lesser degree 
of annual information may.be necessary in order to insure effective Commission 
regulation. "The first sentence of this section presently authorizes the Com- 
mission to require the filing of annual reports by all carriers subject to the act, 
a provision taken over from the Interstate Commerce Act, as amended. How- 
ever, the second sentence of the section, which was added at the time the Com- 
munications Act of 1984 was adopted, speaks in mandatory terms and provides 
that such annual reports ‘‘shall show in detail" a long list of specific types of 
information. The absolute nature of these requirements is apparently, stressed 
by the language of the third and last sentence of the subsection which authorizes 
the Commission, by regulation to require that additional information be con- 
tained in such annual reports. And while the legislative history relating to the 
section is by no means extensive, what there is tends to reinforce the interpreta- 
tion of the section which would make mandatory the inclusion in any annual 
report required to be filed by the Commission of all of the detailed information 
specified in the second sentence of the section. 

Experience in recent years, especially with respect to certain types of specialized 
common carriers which have been established in the mobile and maritime services, 
has indicated that some of the information required by the second sentence of 
the section is unnecessary and serves little or no regulatory function. Accord- 
ingly, this section should be amended to make clear that the Commission has 
authority to tailor the annual reports required from particular types of carriers 
to the peculiar needs of the Commission with respect to each service and type of 
carrier. This would be accomplished by amending the second sentence of the 
section by inserting the words ''Except as otherwise required by the Commission" 
at the beginning of the sentence so that it will read: “Except as otherwise 
required by the Commission, such annual reports shall show in detail." 

It is presently provided in section 221 (a) of the act that the Commission must 
hold publie hearings upon all applications for authority to consolidate telephone 
properties or for authority for one telephone company to acquire the property of 
another or the control of another. It is believed that this mandatory hearing 
requirement should be eased, as many of the applications being received are of 
such minor significance that hearings are not justified. This is particularly true 
since in a large number of these cases all conceivable parties in interest are actively 
in favor of the merger. The Congress on August 2, 1949, made an amendment 
similar to what the Commission is recommending, to section 5 (2) (b) of the 
Interstate Commerce Act by adding to a clause making public hearings mandatory 
in cases involving consolidations, mergers, and acquisitions of control of railroads 
a proviso that such hearings need not be held where the Commission ‘‘determines 
that a public hearing is not necessary in the publie interest." In its 66th annual 
report for the fiscal year ended October 31, 1952, the Interstate Commerce 

ommission, commenting upon the results of the amendment of August 2, 1949, 
stated that during the year under report it “found that public hearings were not 
necessary in 32 out of 35 proceedings under section 5 (2)." It is believed that 
similar savings in time-consuming procedures would be realized in the Federal 
Communications Commission if section 221 (a) were similarly amended, as set 
forth in detail in the appendix. This amendment would permit the Commission 
to dispense with the hearing in any case where, after notifving all parties in inter- 
est and considering their views, the Commission determines that such a hearing is 
not necessary in the publie interest, The new language proposed is patterned 
after language now in sections 220 (i) and 309 (a) of the act and the amendment of 
August 2, 1949, to section 5 (2) (b) of the Interstate Commerce Act. 

In the Communications Act Amendments, 1952, Congress rewrote section 409 
(a) of the act so as to provide that adjudicatory hearings should be conducted 
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— the Commission or by one or more examiners. "This had the effect of 
forbidding the hearing of adjudicatory matters by a single member of the Com- 
mission. With section 409 (a) so rewritten it was necessary to make certain 
amendments to section 410 (a) to bring it into conformity with the new language 
of section 409 (a). In amending section 410 (a) Congress provided that certain 
questions might continue to be referred to a joint board composed of a member, 
or members selected from each of the States affected. In stating the jurisdiction 
and powers conferred upon such a joint board it was stated in the amendment 
adopted that any such board should have all the jurisdiction and powers conferred 
by law upon the Commission, whereas the language replaced gave these joint 
boards only the same powers as possessed by a single member of the Commission 
when designated by the Commission to hold a hearing. It would seem that the 
new delegation of jurisdiction and powers is undesire bly bro^d, 

In any event, with the wording of section 410 (a) inserted by the Communica- 
tions Act Amendments, 1952, it does not seem likely that the Commission would 


ever find it desirable to refer any matter to a joint board. It is believed that if , 


the second sentence of section 410 (a) were changed to give joint boards the same 
jurisdiction that is now conferred on an examiner, it would be more nearly what 
Congress must have intended and would make the section more usable to the 
Commission in the administration of the act. 

The consideration of these amendments by the Senate will be greatly appre- 
ciated. The Commission will be most happy to furnish any additional information 
that may be desired by the Senate or by anv committee to which this material is 
referred. The Bureau of the Budget has advised the Commission that it has no 
objection to the submission of this letter. 

GreonaE C. McCoNNAUGHEY, 
Chairman 
(By direction of the Commission). 


DEPARTMENT OF JUSTICE, 
May 24, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Senator. This is in response to your request for the views of the Depart- 
ment of Justice concerning the bill (S. 1456) to amend sections 212, 219 (a), 
221 (a), and 410 (a) of the Communications Act of 1934, as amended. 

Section 212 of the act provides, inter alia ““* * * it shall be unlawful for any 
person to hold the position of officer or director of more than one carrier subject 
to this Act, unless such holding shall have been authorized by order of the 
Commission, upon due showing in form and manner prescribed by the Commission, 
that neither public nor private interests will be adversely affected thereby.” 
The bill would amend this section by adding at the end of the above-quoted 
provision the following proviso: ‘‘Provided, That the Commission may authorize 
persons to hold the position of officer or director in more than one such carrier, 
without regard to the requirements of this section, where it has found that one of 
the two or more carriers directly or indirectly owns more than 50 per centum of 
the stock of the other or others, or that 50 per centum or more of the stock of 
all such carriers is directly or indirectly owned by the same person.” 

Section 219 (a) of the act presently authorizes the Commission to require the 
filing of annual reports by all carriers subject to the act. The section further 
requires that such reports “shall show in detail" a long list of specific types of 
information. The bill proposes to amend this section by inserting the words 
"except as otherwise required by the Commission" so that the section will read 
"Except as otherwise Men by the Commission, such annual reports shall 
show in detail * * *.” The purpose of this proposed amendment is to make 
clear that the Commission has authority to specify the form of the annual reports 
for particular types of carriers so that such annual reports will reflect oniy informa- 
tion which the Commission needs in order to perform its regulatory function. 

Section 221 (a) of the act, which the bill proposes to wnend, presently provides 
that the Commission must hold public hearings upon all applications for authority 
to consolidate telephone properties or for authority for one telephone company 
to acquire the property or control of another. The bill would amend this section 
so as to dispense with the necessity of a public hearing in cases where “the Com- 
mission determines that a [public] hearing is not necessary in the public interest.” 
The purpose of this proposed change, it is understood, is to ease the mandatory 
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publie hearing requirement since many of the applications recieved by the Com- 
mission are of minor significance which may not warrant the holding of such 
publie hearings. 

'The bill also pro to amend section 410 (a) of the act, the effect of which 
would be to limit the jurisdiction and powers of certain joint boards to which the 
Commission, under this section, is authorized to refer certain matters. The 
authority of such joint boards would, under the amendment proposed by the bill, 
be equal to that possessed by an examiner rather than, as presently provided in 
the act, equa to that of the Commission. The effect of this proposed change 
would probably make the section more usable to the Commission in the adminis- 
tration of the act since the Commission presentlv does not find it desirable to 
refer matters to a joint board because of the broad powers of such boards. 

Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers to make no recommendation. 


The Bureau of the Budget had advised that there is no objection to the sub- 
mission of this report. 


Sincerely, 
Wittram P. ROGERS, 
Deputy Attorney General. 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D. C., June 22, 1955. 
Hon. Jonn O. PASTORE, 


Chairman, Communicalions Subcommittee, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


Dear Senator Pastore: This has reference to testimony on June 21, 1955, 
given before your subcommittee on behalf of the Federal Communications Com- 
mission regarding S. 1456, a bill to amend sections 212, 219 (a), 221 (a), and 
410 (a) of the имо мии Act of 1934. With regard to the proposed 
amendment of section 221 (a) you requested that you be advised whether or 
not the Commission would have any objection to the language of this section 
being made to read so that a public hearing would be mandatory in case a request 
for hearing was made by someone other than a telephone company or an asso- 
ciation of telephone companies. 

The Commission has considered your request and you are advised that it has 
no objection to some broadening of the provision. The Commission is not dis- 
posed to recommend that the right to a hearing should be opened to all who so 
request or even to all “parties in interest” with all that term may imply. It is 


believed that the rights of all jare having a legitimate interest in telephone 
matters would be fully protecte 


by making the change indicated in the following 
quoted' sentence wherein new language is italicised: 


“A public hearing shall be held in all cases where a request therefor is made 


by a telephone company, an association of telephone companies, a State com- 
mission, or a local governmental authority.” 


This Commission, State commissions, and local governmental authorities all 
have responsibilities to protect the rights of telephone users and the public interest 
generally. At the same time a statutory provision of the type set out above would 


putent the Commission from frivolous and nonmeritorious requests for hearing 
y parties with motives not in the public interest. 


Mr. Bradford Ross, counsel, United States Independent Telephone Association, 
has informed us that he does not oppose the change in language described herein, 
Сковав C. McCoNNAUGNEY, 


Chairman 
(By direction of the Commission). 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (new matter is printed in italics, 
matter proposed to be omitted in brackets, existing law in which no 
change is proposed is shown in roman); 
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8 AMEND COMMON CARRIER SECTIONS OF COMMUNICATIONS ACT 






INTERLOCKING DIRECTORATES——-OFFICIALS DEALING IN SECURITIES 


Sec. 212. After sixty days from the enactment of this Act it shall be unlawful 
for any person to hold the position of officer or director of more than one carrier 
subject to this Act, unless such holding shall have been authorized by order of 
the Commission, upon due showing in form and manner prescribed by the Com- 
mission, that neither public nor private interests will be adversely affected thereby. 
Provided, That the Commission may authorize persons to hold the position of officer 
or director in more than one such carrier, without regard to the requirements of this 
section, where it has found that one of the two or more carriers directly or indirectly 
owns more than 50 per centum of the stock of the other or others, or that 50 per centum 
or more of the stock of all such carriers is directly or indirectly owned by the same 
person. After this section takes effect it shall be unlawful for any officer or 
director of any such carrier subject to this Act to receive for his own benefit, directly 
or indirectly, any money or thing of value in respect of negotiation, hypothecation, 
or sale of any securities issued or to be issued by such carrier, or to slave in any 
of the proceeds thereof, or to participate in the making or paying of any dividends 
of such carrier from any funds properly included in capital account. 





ANNUAL AND OTHER REPORTS 


Sec. 219. (a) The Commission is authorized to require annual reports under 
oath from all carriers subject to this Act, and from persons directly or indirectly 
controlling or controlled by, or under direct or indirect common control with, any 
such carrier, to prescribe the manner in which such reports shall be made, and to 
require from such persons specific answers to all questions upon which the Com- 
mission may need information. Except as otherwise required by the Commission 
such annual reports shall show in detail the amount of capital stock issued, the 
amount and privileges of each class of stock, the amounts paid therefor, and the 
manner of payment for the same; the dividends paid and the surplus fund, if any; 
the number of stockholders (and the names of the thirty largest holders of each 
class of stock and the amount held by each); the funded and floating debts and 
the interest paid thereon; the cost and value of the carrier's property, franchises, 
and equipments; the number of employees and the salaries paid each class; the 
names of all officers and directors, and the amount of salary, bonus, and all other 
compensation paid to each; the amounts expended for improvements each year, 
how expended, and the character of such improvements; the earnings and receipts 
from each branch of business and from all sources; the operating and other ex- 
penses; the balances of profit and loss; and a complete exhibit of the financial 
operations of the carrier each year, including an annual balance sheet. Such 
reports shall also contain such information in relation to charges or regulations 
concerning churges, or agreements. [arrangements, or contracts affecting the 
same, as the Commission may require. 


SPECIAL PROVISIONS RELATING TO TELEPHONE COMPANIES 


Бес. 221. (а) Upon application of one or more telephone companies for au- 
thority to consolidate their properties or a part thereof into a single company, 
or for authority for one or more such companies to acquire the whole or any part 
of the property of another telephone company or other telephone companies or 
the control thereof by the еро of securities or by lease or in any other like 
manner, when such consolidated company would be subject to this Act, the 
Commission shall [fix a time and place for a public hearing upon such application 
and shall thereupon] give reasonable notice in writing to the Governor of each 
of the States in which the physical property affected, or any part thereof, is sit- 
uated, and to the State commission having jurisdiction over telephone companies, 
and to such other persons as it may deem advisable [.] and shall afford such 

arties a reasonable opportunity to submit comments on the proposal. A public 

earing shall be held in all cases where a request therefore is made by a telephone 
company, an association of telephone companies, a State Commission, or local govern- 
mental authority. (After such public hearing,] If the Commission finds that 
the proposed consolidation, acquisition, or control will be of advantage to the 
persons to whom service is to be rendered and in the public interest, it shall certify 
to that effect; and thereupon any Act or Acts of Congress making the proposed 
transaction unlawful shall not apply. Nothing in this subsection shall be con- 
strued as in anywise limiting or restricting the powers of the several States to 
control and regulate telephone companies. 





AMEND COMMON CARRIER SECTIONS OF COMMUNICATIONS ACT 9 


USE OF JOINT BOARDS—COOPERATION 


Sec. 410. (a) Except as provided in section 409, the Commission may refer 
any matter arising in the administration of this Act to a joint board to be com- 
posed of a member, or of an equal number of members, as determined by the 
Commission, from each of the States in which the wire or radio communication 
affected by or involved in the proceeding takes place or is proposed. For pur- 
poses of acting upon such matter any such board shall have all the jurisdiction 
and powers conferred by law upon an examiner provided for in section 11 of the 
Administrative Procedure Act, designated by the Commission, and shall be subject 
to the same duties and obligations. The action of a joint board shall have such 
force and effect and its proceedings shall be conducted in such manner as the 
Commission shall.bv regulations prescribe. The joint, board member or members 
for each State shall be nominated by the State commission ef the State or by the 
Governor if there is no State commission, and appointed by the Federal Com- 
munications Commission. The Commission shall have discretion to reject any 


nominee. Joint board members shall receive such allowances for expenses as 
the Commission shall provide. 


WITH STATE COMMISSIONS 
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Calendar No. 1459 


84rH CONGRESS | SENATE | 


REPORT 
No. 1446 


2d Session 


EXTENDING THROUGH JUNE 30, 1957, THE DURATION OF 


THE POLIOMYELITIS VACCINATION ASŠISTANCE ACT 
OF 1955 





January 25 (legislative day, January 16), 1956.—0Ordered to be printed 


Мг. Нил, from the Committee on Labor and Public Welfare, sub- 
mitted the following 


REPORT 


[To accompany S. 2990] 


The Committee on Labor and Public Welfare, to whom was referred 
the bill (S. 2990) entitled “A bill to extend through June 30, 1957, the 
duration of the Poliomyelitis Vaccination Assistance Act of 1955," 
having considered the same, now unanimously report favorably thereon 
and recommend that it do pass. 


EXPLANATION 


When the Congress passed the Poliomyelitis Vaccination Assistance 
Act of 1955, it accepted the recommendation of House and Senate 
conferees and provided that the funds authorized to be appropriated 
thereunder should remain available only until February 15, 1956. 
That recommendation was made with the full understanding of the 
conferees that the program then authorized and initiated by the 
Congress could not be completed by that date. It was agreed on 
solely to provide an opportunity for reviewing developments under 
the program early in the second session of the Congress before com- 
pletely implementing the Federal grant provisions of the act. 

Your committee has now reviewed those developments and has 
concluded that the program has worked so well that no changes need 
be made in the act other than to set the date for its expiration at 
June 30, 1957. That is all S. 2990 would do. 

Unchallenged testimony given the committee indicates clearly that 
the Poliomyelitis Vaccination Assistance Act of 1955 has been operat- 
ing most successfully. Federal, State, and local health officials found 
that the provisions of the act enabled them to work together with 
marked efficiency and a complete lack of friction. Parents, physicians, 
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2 EXTEND POLIOMYELITIS VACCINATION ASSISTANCE ACT OF 1955 


and pharmaceutical houses have cooperated excellently. Already 
some 10 million children and expectant mothers have received at least 

artial immunization with results that seem most promising for the 
гв Some 4 million of these partial immunizations have been 
provided through the program. e only difficulty encountered by 
the program to date has been occasioned by a shortage of the vaccine 
itself. We are advised that sufficient vaccine to provide for the 
immunization of the approximately 65 million children and expectant 
mothers in the United States is expected to be available by or before 
June 30, 1957, and that by extending the effective date of the act to 
then we can, with confidence, expect to achieve the objectives sought 
by the Congress when it passed the initial legislation. 

Your committee, in open hearing, received testimony from Dr. 
Leonard A, Scheele, Surgeon General of the United States Public 
Health Service, in support of S. 2990, in the course of which the Sur- 
geon General advised us that during 1955 the paralytic poliomyelitis 
rate was more than 4 times greater amongst unvaccinated children 
than it was among vaccinated children in the same age group and 
same localities, He assured us that the Service is now confident that 
the vaccine is both safe and is effective in preventing a very sub- 
stantial percentage of cases of paralytic poliomyelitis. He advised 
us further that all States have now submitted applications for funds 
under the act. 

Your committee also received testimony from Dr. Daniel Bergsma, 
president of the Association of State and Territorial Health Officers, 
who, in the name of the association, strongly recommended passage 
of the bill before us. 
gt coe committee has not received any expression of opposition to 

e bill. 

Set forth below is a letter addressed to the President of the Senate 
by Secretary Folsom of the Department of Health, Education, and 
Welfare, recommending the enactment of this legislation, and a reso- 
lution passed by the Association of State and Territorial Health Offi- 
cers at its last annual meeting, held in Washington, D. C., from 
November 7 to 11, 1955. 

THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE, 
Washinglon, January 19, 1956. 


Ноп. ВаснАвр М. №хом, 
President of the Senate. 

Dear Mr, Presipent: I am enclosing for your consideration a draft of a bill 
to amend the Poliomyelitis Vaccination Assistance Act of 1955 (Public Law 377, 
84th Cong.). The proposed amendments would extend the terminal date for 
the availability of funds appropriated for carrying out the purposes of the act, 
but would not otherwise modify the original program authorization. 

The present terms of the act authorize the appropriation of such sums as may 
be necessary for making payments to States which have submitted, and had 
approved by the Surgeon General, applications for Federal grants. Sections 2 
and 6 of the act, however, contain provisions terminating the availability of 
funds appropriated for this purpose on February 15, 1956. The Supplemental 
Appropriation Act, 1956 (Public Law 219, 84th Cong.) included an appropriation 
to the Public Health Service of $30 million for “grants to States for carrying out 
the purposes of the Poliomyelitis Vaccination Assistance Act of 1955 * * w 

‘Lhe iegislative history of both the enabling legislation and the appropriation 
for carrying out the purposes of the act indicates that it was the intent of 
Congress to authorize and initiate immediately a program of Federal assistance 
to States but to provide an oppcrtunity for reviewing program developments 
early in the second session of the Congress before completely implementing the 
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Federal grant provisions of the act. Thus the objectives of program review is 

the apparent reason for the inclusion of the February 15, 1956, time limit on 

the availability of appropriations, as well as the limitation of the initial appro- 

m to an amount sufficient to provide the several States with approximately 
alf of the allotments indicated by section 3 of the enabling act. 

On the basis of our experience to date, we believe that the enabling legislation 
provides an adequate base for program planning and administration, and we 
see no need for amendments other than the proposed extension of the time 
limit on availability of funds. 

The progress of program development thus far has been contingent upon two 
key factors, apart from the availability of Federal funds: (1) the development 
and approval of State plans under the act and (2) the rate of production of vaccine 
required for State vaccination programs, as well as for distribution through 
private channels. . 

The progress of State plan development to date has been very satisfactory. 
With one exception all States have completed, and had approved, their plans for 
vaccination programs, and have initiated their programs of vaccine purchase and 
distribution. As of December 31, 1955, Federal payments totaling $7,674,766 
had been made to these States from the initial appropriations for this purpose. 
Further progress in the implementation of these programs will therefore be 
governed primarily by the availability of vaccine. 

The volume of vaccine production and release during 1955 was limited but it 
is expected that the rate of production will now accelerate. Through December 
31, 1955, a total of 16,390,608 ec. of vaccine had been released for sale to public 
agencies and commercial users (in addition to the 13,571,223 cc. of vaccine 
supplied to the National Foundation for Infaatile Paralysis). Approximately 53 

rcent (8,750,000 cc.) has been reserved by the States for public agency purchase. 
ft is presently estimated that by February 15 of this year the amount of released 
vaccine reserved for public agency purchase will aggregate approximately 15 
million cc. This will be about one-fourth of the total required for implementation 
of the federally aided vaccination programs indicated by the allotment formula 
in section 3 of the Poliomyelitis Vaccination Assistance Act. The purchase of 
this amount of vaccine, together with additional State program expenses authorized 
by the act, will require payments to the States by February 15 of approximately 
half of the $30 million appropriated last year. 

On the basis of present data on prospective vaccine production, we are recom- 
mending that the availability of funds appropriated pursuant to the act be extended 
through June 30, 1957. This should allow ample time for vaccine production 
to reach the required levels and for the available supply to be distributed and 
administered. 

We shall appreciate it if you would refer the enclosed draft bill to the appro- 
priate committee for consideration. 

The Bureau of the Budget advises that enactment of this proposed legislation 
would be in accord with the program of the President. 

Sincerely yours, 
Marion B. ForsoM, Secretary. 


ASSOCIATION OF STATE AND TERRITORIAL HEALTH OFFICERS 
RESOLUTION NO. 5 


Whereas the intent of Congress as expressed in the poliomyelitis assistance 
legislation providing funds to States to make possible broad application of polio 
vaccine could not be carried out within the limitations of time provided in these 
laws; and 

Whereas the difficulties in implementing the mass application of vaccine as 
provided in said legislation were beyond the control of public health agencies 
relating primarily to inadequate quantities of vaccine becoming available for 
purchase by State health departments; and 

Whereas by February 15, 1956, public vaccination programs stimulated by 
congressional action Vil orebablr have reached only a small portion of the child 
and pregnant women population; and 

Whereas it is the sense of the Association of State and Territorial Health Officers 
that a high percentage of the population 19 years of age and under must be given 
2 or 3 injections of polio vaccine in order to materially reduce this disease; and 

Whereas most States and communities need continued assistance in getting 
the large reservoir of population protected initially: Be it therefore 
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4 EXTEND POLIOMYELITIS VACCINATION ASSISTANCE ACT OF 1955 


Resolved, That Congress be urged to facilitate continuation of a poliomyelitis 
vaccination program, by enacting legislation that will provide funds enabling 
States to purchase poliomyelitis vaccine after February 15, 1956, on the same 
basis as has existed prior to February 15 under the provisions Publie Law 377, 
84th Congress, chapter 863, 1st session. 


NovEMBER 1955. 
CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing lo proposed to be omitted 
is enclosed in back brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


PoLioMYELITis VACCINATION AsstsTaANce Act or 1955 (69 STAT. 704) 


* * * * * * * 


Sec. 2. There is hereby authorized to be appropriated, to remain available 
until [February 15, ние close of June 30, 1957, such sums as may be necessary 
for making payments to States which have submitted, and had approved by the 
Surgeon General, applications for grants under this Act. 

* ж ж ж ж ж ж 

Sec. 6 (a) Funds paid to a State from that part of its allotment computed in 
accordance with section 3 (a) (1) of this Act may be used solely for the purchase, 
prior to [February 15, 1956] the close of June 30, 1957, of the poliomyelitis 
vaccine for use in carrying out the plan set forth in the application of such State 
approved pursuant to section 4. 

(b) Funds paid to a State from that part of its allotment computed in accord- 
ance with section 3 (a) (2) of this Act may be used prior to [February 15, 1956] 
the close of June 30, 1957, only for planning poliomyelitis vaccination programs 
within the State and for conducting such programs through public agencies in the 
State in accordance with the plan set forth in the application of such State ap- 
proved pursuant to section 4: except that any part of such funds determined 
by the State to be in excess of the amount necessary for such purposes may be 
used for the purposes specified in subsection (a) of this section. 
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